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Western Financial Group is one of the leading western-based financial services 
networks in Western Canada. With offices in towns and small cities across the 
West, the Company provides customers with insurance, investments and banking 
services through its WFG Agency Network, Bank West and The Western Mutual 
Fund Company. 


At the end of 2003, Western Financial Group had established general insurance 
premium sales of $190 million and gross revenues of $32.7 million. The Company has 
also gathered hundreds of millions of dollars of investments in the form of agency 
bank deposits, segregated funds and mutual funds from its client base. 


After seven years of profitable growth through acquisition, Western Financial 
Group is focused on strengthening its insurance service offering, improving 
internal efficiency and integrating comprehensive financial products and services. 
The Company's management and staff are committed to building long-term value 
for shareholders. 
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= On January 22, Bank West received an Order to Commence and Carry on 
Business from the Office of the Superintendent of Financial Institutions 
(Canada). Further to this, on January 30, Bank West opened for business in 


HIGHLIGHTS et ee ee aa 


= In August, the Company announced it had increased its interest in 
Jennings Capital Inc., a full-service investment dealer based in Western 
Canada, to 33.9%. 


= In October, the Company and its founders received Ernst and Young's 2003 
Prairies Entrepreneur of the Year award for Professional/Financial Services 
As well, Western Financial Group has ranked in Profit Magazine's 100 fastest 
growing companies in Canada each of the last four years. 


= In December, Western Financial Group issued 4,581,090 units for gross proceeds of $11,315,292 pursuant to a private 
placement announced December 10. Each unit consists of one common share of Western Financial Group and one-half 
of one purchase warrant. Each whole purchase warrant entitles the holder to acquire one common share at a price of 
$2.90 per share for a period of two years. 


= During 2003, Western Financial Group added three insurance-related businesses to its network. 
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Financial Highlights 


TWELVE MONTHS ENDED DECEMBER 31 2003 2002 % change 
CORE BUSINESS 

Revenue ($) 32,434,346 27,960,925 16.0 
EBITDA ($) 6,889,055 5,176,250 3341 
BANK WEST 

Revenue ($) 285,303 = - 
EBITDA ($) (794,690) = = 
OVERALL 

Revenue ($) 32,719,649 27,960,925 17.0 
Net Income ($) 2,144,876 1,566,063 37.0 
Earnings per share — basic ($) 0.11 0.08 375 
Earnings per share — diluted ($) 0.10 0.08 25.0 
EBITDA 6,094,365 5,176,250 17.7 
Key Business Drivers — Core Business 

AS AT DECEMBER 31, 2003 2002 

Same-store Revenue (% change) +13.8 +13.0 

Operating Margin (%) 18.6 18.5 

Average Items per Account 1.46 1.46 

Same-store Customer Count 

(year-to-date annualized, % change) +4.0 +2.0 


Western Financial Group v S&P TSX Composite — 1998 / 2003 


WFG 


S&P TSX Composite 


LETTER TO THE 


SHAREHOLDERS 


Value Through Innovation 

For the past few years, we have emphasized the important 
role that our guiding principles have played in the success of 
Western Financial Group — principles based on values such 
as honesty, fairness, loyalty, innovation and permanence. 
While all of these are important, and evident in the way we 
run our business, innovation has been, and will continue to 
be, one of our primary drivers of value creation. 


Transforming Rural Insurance Agencies into 
a Full-Service Branch Network 

Western Financial Group was founded on the innovative 
strategy of consolidating rural insurance agencies into a 
powerful regional entity, with the ability to provide a wider 
range of products and more efficient services. Since going 
public in 1996, we have grown, through more than 
45 separate acquisitions of insurance-related businesses, to 
have a presence in over 50 towns and small cities in Western 
Canada. Our strategy of acquiring and unifying rural 
insurance agencies has been the lifeblood of our success and 
will continue to be an important engine for growth. 


Adding Complementary 
“House Brand” Products 
In keeping with our strategy of providing a full range of 
integrated financial services, in 2003 we introduced two 
new business units, Bank West and the Western Mutual 
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From left to right: Catherine A. Rogers, Senior V.P., Finance and Administration and C.E.O., Western Financial Group (WFG); R. William Rogers, 


V.P., Corporate Development, WFG; Scott A. Tannas, Pres. and C.E.O., WFG; Thomas C. Dutton, Pres. and C.0.0., WEG Agency Network Inc. 


Fund Company. While these entities may not be innovations 
in themselves, their inclusion in a financial network such as 
Western Financial Group is unique to this country. 


Providing Measurable, 

Meaningful Service Standards 

With the help of a number of employee committees, we 
have created a powerful set of customer service promises 
that place us at the forefront of the insurance industry. Our 
Guarantee of Value includes CARE™, a comprehensive 
account review and evaluation plan; CASE™, a commercial 
account service and evaluation; and our Fairness Guarantee 
in the event of a disagreement over claims settlement. 


“Raising the Bar” on Education 

We also developed our employee training program into 
one of the most comprehensive financial education 
initiatives ever offered by a financial services provider. 


Each of these new programs is described more fully 
elsewhere in this annual report. | hope you will take some 
time to read about them and how they add value to our 
Company, our shareholders and our customers. 


Another Year of Financial Growth 

2003 marked the eighth consecutive year of financial 
growth for Western Financial Group. For the year, total 
revenue increased 17% to $32.7 million from $28 million 


KEEPING OUR WORD 
2003 Objective 2003 Performance 


Continue our efforts to establish Bank West in our 
marketplace 


Upgrade our financial reporting, forecasting and analysis 
capabilities 


Apply for mutual fund dealer status so we no longer 


need approval to access those services from third parties 


Complete and launch the “guarantee of value” program 
in insurance, giving us a clear competitive edge 


Complete a comprehensive “people plan” that 
encompasses training and education for staff and 
management 


Increase the Group's net income while supporting the 
costs of starting up Bank West 


in 2002, and net income increased 37% to $2.1 million 
from $1.6 million in 2002. Management's goal was to 
achieve between $1.6 million and $2.0 million in net 
income. Earnings per share amounted to $0.11 compared 
to $0.08 in 2002, and fully diluted earnings per share 
totalled $0.10 compared to $0.08 in 2002. EBITDA 
increased 17.7% to $6.1 million from $5.2 million. These 
results are especially impressive considering they were 
achieved in the same year we launched Bank West. 


Bank West is demonstrating early success, growing its 
assets by $2 million to $3 million per month. 


We added a number of weekly and monthly reports 
for our internal review. This allows us to provide some 
comment in our quarterly reports regarding our 
progress relative to budget. 


On November 14, 2003, we received regulatory 
approval for The Western Mutual Fund Company. 


Our Guarantee of Value will be effective on all policies 
issued after May 31, 2004. 


We developed a number of new initiatives including 
Boot Camp, In-house Licensing Courses, web training 
and key employee seminars 


37% increase in net income after accounting for Bank 
West operating losses 


During the year, Western Financial Group obtained 
$11.3 million of new financing through the private 
placement of common shares. Together with an additional 
$4.49 million of equity raised in January 2004 and our 
existing bank lines we started in 2004 with almost 
$25 million available for acquisitions. 


Preparing for Renewed Growth 

Despite the growth in revenue and earnings we achieved 
in 2003, Western Financial Group made only three 
acquisitions in the past year, bringing our total to more 
than 45 in the past eight years. In 2003, we focused on 
integrating the 19 businesses acquired in 2001 and 2002, 


and strengthening our internal systems. 


Now that Bank West is up and running, we can focus 
externally on extending our reach in Western Canada and 
we intend to move quickly to expand our financial services 
office network through a series of acquisitions, which may 
add up to 20 new locations in 2004. 


Outlook for 2004 
With market conditions expected to remain relatively 
stable, the economic outlook for 2004 is optimistic. 
Western Financial Group's objectives for 2004 include: 
@ Completing acquisitions for the WFG Agency 
Network 
m™ We intend to complete and integrate these 
acquisitions in the first half of 2004. 
m Accelerating Bank West's time to break even 
™ We are directly involved in Bank West's sales 
activities in 2004. We are also seeking 
acquisition opportunities that would add to 
Bank West's revenue and thereby achieve 
break-even faster. 
= Evaluating new market opportunities 
™@ We intend to explore opportunities to expand 
our product offering to include group benefits. 
We also want to explore potential partnerships 
that would expand our reach geographically or 
into non-rural markets. 
m Raising Western Financial Group's profile 
™ We recognize that as our Company grows, our 
profile and influence must grow as well. We 
have many audiences with whom we need to 


communicate — customers, shareholders, 
government regulators, employees — and, as 
managers of a large business network, our 


actions must include this objective. 


Managing Partners Program 

One of the distinguishing successes of Western Financial 
Group has been our ability to develop new leaders to 
replace retiring branch managers, many of whom sold us 
their business. 


We developed the Managing Partners Program to provide 
new leaders with long-term incentive to build their local 
business. Managing Partner status recognizes exceptional 
performance and provides significant opportunity to our 
best young leaders to gain financial reward. 


Acknowledgements 

The past year has certainly been one of success and 
accomplishment. As well as surpassing our financial 
objectives, we successfully launched Bank West and 
instituted a number of innovative educational programs 
and The Western Mutual Fund Company. All of this requires 
tremendous energy, thought, creativity and diligence. | 
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forward to continued growth and success through ; 
innovation in 2004. 
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WHAT MAKES 


US DIFFERENT? 


Many in our industry talk about great service, but 
according to whom? We decided to lead our industry, 
quantifying a set of actions that really matter to our 
customers. Our Guarantee of Value. 


In today’s increasingly competitive insurance market, 
companies are being pushed to enhance customer service and 
sales effectiveness by creating brand differentiation. Superior 
customer service is imperative for today’s clients who recognize 
and explore the many options from which they can choose. 


Western Financial Group isn't immune to these competing 
pressures and has taken a proactive approach to 
understanding and satisfying its clients’ needs. We appreciate 
and realize that we should earn the privilege of handling 
clients’ financial services requirements. We believe in what we 
do and are happy to back up our service with a guarantee. 


Guarantee of Value 

During the past year we developed and implemented a 
program called the Guarantee of Value. The Guarantee is truly 
an opportunity to highlight existing value propositions to the 
network's clients. This comprehensive program will help to 
ensure clients recognize and understand why they continue to 
do business with Western Financial Group. 


At this point, the Guarantee presents four very clear value 
propositions we already offer our insurance clients. 


Boot Camp is an essential part of Western Financial Group's comprehensive in-house training program. 


Choice — widest selection of insurance products 
in the marketplace. 

The more insurance choices we can offer, the easier it is 
to provide our customers with the right product for the 
best price. When it comes to choice, we place policies 
with more than 125 insurance providers. In many cases, 
our agreements with selected insurance providers allow 
us to offer added coverage, unavailable in typical policies. 
Expertise — education and training standards 
best in the community 

We spend more on training and education than any of 
our competitors. In our industry, we are recognized as 
pioneers of online learning and video teleconference 
seminars. Our employees attend internal and industry 
conventions and seminars and most exceed the 
provincial annual requirements for training. 


Action — Real, Measurable Service Standards 

Our Comprehensive Account Review and Evaluation 
(CARE)™ Guarantee, and our Commercial Account 
Service and Evaluation (CASE)™ Plan are our 
commitments to ensuring our personal and 
commercial insurance customers receive regular 
attention. We will review policies annually to ensure 
our client's coverage meets their needs, and that our 
prices remain competitive. We will, where 
appropriate, recommend coverage customers do not 


have on their policies, 


= Loyalty — The Fairness Guarantee™ ensures our 
clients always receive fair consideration 
At Western Financial Group, we are both advocates for 
our customers, and trusted representatives for our 
insurance suppliers. Our credibility rests on our 
determination to ensure everyone is treated fairly. 


It is our experience that most disagreements that arise 
between the insured and insurer when settling a claim are a 
result of misunderstanding or miscommunication. When these 
situations arise, we believe it is our job to ensure a fair 
conclusion. Sometimes, this requires us to take a stand. 


Western Financial Group has developed a unique protocol that 
ensures claims are dealt with quickly and fairly. The Fairness 
Guarantee™ is unprecedented in our industry, and sets us apart 
from our competitors. 


Training and Education 

Western Financial Group firmly believes that by providing 
rigorous and comprehensive education and training 
programs to its employees, it can further distance itself 
from its competition. In view of this, the Company 
reorganized its training programs in 2003, and established 
the first two in-house courses — Boot Camp and the In-house 
Licensing Course. 


These courses give Western Financial Group two competitive 
advantages. Firstly, they allow the Company to recruit and 
train people from outside the industry, lessening its reliance on 
shrinking pools of experienced and mature insurance industry 
employees. Secondly, better trained employees are happier in 
their work and more confident in the service they provide 
which leads to increased customer satisfaction. 


Boot Camp 

Boot Camp is a two-day seminar designed to: 

= give new employees an opportunity to learn about the 
WFG corporate culture 


™ provide an opportunity for new staff to meet the head 
office team in High River and to share in the vision, 
mission and values of the company 

= ensure all new employees fully understand WFG's 
procedures, processes and work flows 

= learn about specifics relating to benefits and other 


financial services provided by Western Financial Group 


The data used during the boot camp sessions is practice data 
that specifically mimics the real data from the network. New 
employees not only receive real experience with the systems, 
the data they use is specific to each individual's office and 
therefore each person's province. 


In-house Licensing Course 

To sell insurance and advise clients on insurance-related 
matters, insurance professionals working in Alberta, British 
Columbia, Saskatchewan and Manitoba are required to be 
licensed. Each province has a regulatory body responsible for 
licensing and discipline of insurance agents, brokers and 
adjusters and for administering licensing exams. 


Western Financial Group took a step forward when it 
worked with the various provincial regulators to develop an 
in-house instruction and licensing program for Western 
Financial Group employees. 


Web Learning 

Western Financial Group was instrumental in the 
development of the ILS website, now recognized as the 
leading online education resource in the Canadian 
insurance industry. 


Facilities 

In-house courses take place in the Western Financial Group 
Training Centre, a permanent, state-of-the-art facility with 
12 individual work stations which allow for real-time, 
hands-on learning. 


WFG prides itself on leading the industry with regard to 
training and technology. 


Boot Camp gives new employees an opportunity to learn about the WFG corporate culture 


WFG Agency Network is the leading western-based 
insurance brokerage network in Western Canada. The 
network has 53 offices in towns and small cities across 
British Columbia, Alberta and Saskatchewan, and serves a 
customer base of more than 150,000 people. Services 
provided by the Network include 
Insurance — personal, commercial, automobile, 
home, farm, business, special risk, property, casualty, 
life and group benefits 
Investments — mutual funds, RESPs, RRSPs, stocks 
and bonds and financial planning 
Agency Banking — term deposits, GICs, RRSPs and 
mortgages 


For 2003, same-store revenue increased 13.8% compared 
0 13% in 2002. Same-store customer count increased 4% 
n 2003 compared to 2% in 2002. The average number of 
tems per account remained steady at 1.46. 


Compared to previous years, the Network incorporated 
elatively few acquisitions in 2003. The Company acquired 
he outstanding shares and certain assets of three 
insurance businesses, two of which are located in Alberta 
and one in Saskatchewan. The primary focus of the 


Western Financial Group head office staff 


Network in 2003 was to integrate previous acquisitions, 
strengthen internal systems and develop the Company's 
Privacy Program and its Guarantee of Value. 


The Company also researched and identified new systems to 
enable development and production of timely consolidation 
and management reporting as well as client management. 


Part of the Guarantee of Value are the CARE and CASE 
Programs. 
CARE — CARE is an acronym for Comprehensive 
Account Review & Evaluation. Intended for WFG 
Network Agency personal insurance customers, CARE 
involves an annual review of each policy to determine 


discounts for which the customer may be eligible, 
additional or new coverage the customer many wish 
to consider and appropriate premium costs. The 
Agency Network will complete an open market price 
comparison on all policies every three years and 
provide recommendations to the customer. Through 
the CARE program, the Network guarantees agents 
will be available at the customer's convenience to 
review a customer's needs and make 
recommendations to improve coverage and limits. 
CASE — CASE (Commercial Account Service & 
Evaluation), is a program which provides commercial 
accounts with the following levels of service: 


Basic Account Service Plan 


find a commercial package that maximizes coverage 
for businesses 

meet with the customers at their convenience to 
review changing needs and make recommendations 
to improve coverage and limits if applicable 


Enhanced Account Service Plan 


undertake a risk analysis checklist every two years 

meet with the customers at their convenience at any 
location requested to review changing needs and 
make recommendations to improve coverage and 


limits if applicable. 


Complex Account Service Plan 


undertake a complete review and risk analysis checklist 
at the customer's preferred location every year 

meet with the customers at their convenience at any 
location requested to review changing needs and 
make recommendations to improve coverage and 
limits if applicable 


Locations 


(cumulative) 


Insurance-related 


Acquisitions 
(per year) 


we are planning the launch of a group benefits 


prog 


acqui 


am targeted to our commercial customers 


re and integrate up to 20 additional insurance- 


related business 
migrate all mutual fund accounts to The Western 


Mutu 


al Fund Company 


increase same store customer count 3% 


AR 2003 


Bank West 


Bank West is a chartered bank incorporated November 27, 2002. 
It received approval from the Office of the Superintendent 
of Financial Institutions on January 22, 2003 and 
commenced operations in British Columbia, Alberta and 
Saskatchewan on January 30, 2003 with $7.5 million in 
tier one capital. 


Highlights for 2003 
Throughout 2003, WFG Agency Network was successful in 


referring mortgage and loan customers to Bank West, 


h 


ng the bank establish a strong customer base. The Bank 
generated loan interest and investment income totalling 
$660,044 and has paid out, and accrued $294,449 in 
i on customer accounts. Asset growth was steady, 


ging more than $2 million of net new assets per 
month, ending the year with $29.9 million in assets. 


Goals and Objectives For 2004 
® end 2004 with $60 million in assets 
m identify new channels of distribution 


™ launch next wave of products 


Bank West Staff 
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Investment Services 


Carefully Building our Investment Business 
Platform 

Long-term thinking is the hallmark of prudent investing. 
Western Financial Group believes that developing its 
investment services capability must be done patiently and 
carefully. In 2003, the Company took significant steps toward 
building its investment business for long-term success. 


The Western Mutual Fund Company 

In the second half of 2003, Western Financial Group began 
setting up The Western Mutual Fund Company. The 
purpose of The Western Mutual Fund Company is to 
internalize Western Financial Group's mutual fund 
business, which until now has been conducted through 
other mutual fund dealers 


As well as being an important step in Western Financial 
Group's evolution as a financial services provider, The Mutual 
Fund Company will provide heartland customers a more 
complete line of financial services from a single source. 


Jennings Capital Inc. 

As part of its strategy of enhancing the Company's suite of 
investment services, Western Financial Group made an 
initial strategic investment in Jennings Capital Inc. in 
August 2002. In 2003, Western Financial Group has 
acquired additional common shares and now holds a 
33.9% interest in Jennings Capital. 


Jennings Capital Inc. is a full-service, fully integrated, 
independent, Canadian-owned investment dealer based in 
Western Canada. During its first eight years in business, 
Jennings completed more than $1 billion worth of 
transactions — as well as a number of fairness opinions, 
valuations, consulting assignments and asset dispositions. 
In addition, Jennings is building an excellent reputation for 
quality research and institutional trading. 


Beyond providing a more complete line of services, Western 
Financial Group's investment in Jennings Capital creates 
synergistic opportunities with the Company's existing 
mutual fund business as well as its insurance business and 
Bank West. In the short term, The Western Mutual Fund 
Company and Jennings will be able to share administrative 
resources. In the longer term, Jennings will provide 
enhancements to Bank West's commercial finance 
capabilities and will allow Western Financial Group to give 
customers access to Jennings’ renowned tax and corporate 
finance products. 


Western Financial Group is proud to be associated with 
Jennings Capital, and is excited about the long-term prospects 
of the Partnership. In 2003, Jennings made a significant 
contribution to Western Financial Group's profitability. 


COMMUNITY 


Western Financial Group continues to add value to the 

community. To express our appreciation and demonstrate 

Our support of the western communities where we live and 

work, the Company founded the non-profit Western 

Communities Foundation in 2001. Its mission is three fold: 

® to foster the development of community pride 
through sponsorship of exceptional endeavours by 
groups or individuals in the various communities 
where the Company operates. 

™ to develop and enhance the infrastructure in these 
communities through public health, education and 
recreation. 

m@ to assist in the export of community products, 
expertise and financial support to parts of Canada 
and the world that are lacking such benefits, 


Western Pride: Fallen Heroes Program 

In 2003, the board of the Western Communities 
Foundation supported the Canadian Fallen Heroes Project 
— an organization dedicated to honouring the memory of 
Canada’s fallen heroes. 


Through events undertaken by the Western Communities 
Foundation, the Company made a major contribution to 
the Fallen Heroes Foundation to be used to create 17x22 
inch, oak-framed posters commemorating Western 
Canadians who lost their lives in World War | and Il, the 


designed to honour comrades, family and friends 
| _ who died for the freedom we enjoy’ today, cl 


CANADIAN FALLEN HEROES 
FOUNDATION 


Korean Campaign and in Canadian Peace Keeping efforts. 
The posters include a photo and specific details about the 
life and death of each hero. 


The Western Communities Foundation, as well as the Fallen 
Heroes Canadian Foundation believe it is vitally important 
we continue to acknowledge and remember the ultimate 
sacrifice paid by these noble men and women from 
communities across Western Canada who gave their lives 
to free others and preserve our way of life, 


Fallen hero posters were unveiled at Remembrance Day 
ceremonies in Western Financial Group communities: Bow 
Island, Cochrane, High River, Nanton, Olds, Okotoks, 
Strathmore, Taber, Vulcan, Alberta and Yorkton, 


Phyllis Groves, of Strathmore, talks to Scott Tannas about her first 
husband, the late Carlyle George Christiensen pictured here at the 
Remembrance day ceremony. Scott unveiled the posters at the 
community ceremony. 


Saskatchewan. These rural towns suffered a significant loss 
during times of war. A staggering number of heroes 
sacrificed their lives for their country from these 
communities alone. Across Canada, some 117,000 have 
laid down their lives for our country. 


There were close to 1000 community members in 
attendance at some Remembrance Day ceremonies. 
Representatives from Western Financial Group made formal 
presentations at each service during the official unveiling. 


Attendees at the community services were moved by the 
tributes and received the posters with gratitude and sentiment. 


ee tating 

our support o 
Western 

Communities 99 


In some communities, friends and families of the heroes 
were in attendance. Many gave heartwarming, emotional 
thanks to the Fallen Heroes Foundation and Western 
Financial Group. 


The posters are now prominently displayed throughout 
each community in government buildings, town offices, 
schools, libraries, local branches of the Canadian Legion 
and other public places. 


Mr. Mark Norman founded Canadian Fallen Heroes 
Foundation in May 2002. 


He served for 22 years in the Canadian Armed Forces and 
has been a member of the Canadian Legion for 29 years. 


Jeremy Wotherspoon 

Western Financial Group was also pleased to sponsor 
Canadian speed skater Jeremy Wotherspoon for a second 
year in 2003. Jeremy toured the WFG network throughout 
the year visiting schools and business groups. 


Jeremy also celebrated many successes last year. Among 
those: the World Cup Champion in the 500-metre 
distance and won the world single distance champion in 
the 500-metre; Jeremy also won six, 500 metre World 
Cup races and one, 1000-metre race making him the 
“winningest” male speed skater in World Cup history. 


Jeremy hails from Red Deer, Alberta — a Western Financial 
Group community. 


New Arena in High River supported by the Western 
Communities Foundation 


BEYOND 
EXPECTATIONS. 
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STATEMENT OF 
CORPORATE 


GOVERNANCE 
PRACTICES 


The TSX has adopted guidelines for effective corporate 
governance. To implement these guidelines, the TSX 
requires that each listed corporation disclose its approach 
to corporate governance with reference to the stated 
guidelines. The guidelines address the constitution and 
independence of corporate boards, the functions to be 
performed by boards and their committees and the 
recruitment, effectiveness and education of board members. 


The Corporation's board of directors is implementing 
practices consistent with the guidelines of the TSX. A 
description of the Corporation's corporate governance 
practices is set out below which specifically address the 
TSX's corporate governance guidelines. 


Board of Directors 
The board of directors of the Corporation is responsible for the 
management of the Corporation. This responsibility includes: 


1. participation in the strategic planning process of the 
Corporation, including review and adoption of 
significant financing and operational plans and 
approval of major steps in the implementation of 
those plans as presented by management; 


2. consideration and review on a regular basis of the 
operations and risks of the Corporation including 
review of management reports and assessment of risks; 


3. consideration of succession issues and responsibility for 
appointment, remuneration and monitoring of senior 
management, through the Compensation Committee; 


4. review and advice on the communications policy of 
the Corporation and its effectiveness in providing 
information to the various stakeholders of the 
Corporation; and 


5. directly and through the Audit Committee of the 
Board, regularly reviewing the Corporation's financial 
statements, assessing the integrity of the internal 
control and management information systems. 


Composition of the Board 

The board of directors of the Corporation currently consists 
of nine individuals, including the President and Chief 
Executive Officer of the Corporation, and one officer of a 
subsidiary of the Corporation, each of whom are 
considered related directors because of their management 
positions, and seven members of the Board who are 
independent of management, including a non-executive 
Chairman which permits the board of directors to function 
independently of management. Nine of the existing 
directors own Common Shares and some have options to 
purchase Common Shares of the Corporation. Ten directors 
are proposed for election at the Meeting. The Board, 
considering its size and that of the Corporation, believes 
this number is appropriate. 


Board Nomination 

The board of directors has added to the responsibility of 
the Compensation Committee that of nomination of 
directors. Nominees for the board of directors are selected 
on the basis of individual attributes, including sound 
business judgment, integrity, ability to generate public 
confidence, business or professional activity and experience 
and knowledge of the industry. The Compensation 
Committee is composed exclusively of non-executive 
directors. It has the responsibility of proposing to the full 
board of directors nominees to the board of directors, 
however the entire board will be responsible for approving 
any nominees. The Compensation Committee is also 
responsible for assessing the board of directors as a whole, 
the committees of the board and the contribution of 
individual directors. 


The Corporation has not adopted a formal process of 
orientation for new members of the board of directors; 
however, the limited number of appointments to the board 
of directors enables the Corporation to offer each director 
upon his or her appointment or election a personal 
introduction to the Corporation. New directors are 
provided with copies of recent Annual Reports and 
financial statements and recent minutes as well as a visit 
of the Corporation's operations. 


Recruitment of Directors 

There are no formal procedures in place for recruiting new 
directors or to address other performance enhancing 
measures at this time. The size of the board of directors and 
the familiarity of all board members with the business of 
the Corporation are such that the directors believe that a 
less formal approach is adequate. 


Board Committees 

The board of directors has established two committees, the 
Audit Committee and the Compensation Committee, which 
are comprised exclusively of directors of the Corporation. 


& Audit Committee 

The Audit Committee comprises of four outside 
directors all of whom are independent of 
management. The Audit Committee reviews the annual 
financial statements, quarter financial statements and 
MD&A of the Corporation and meets with the external 
auditors to review and consider audit procedures and 
to assess the adequacy of the Corporation's internal 
controls and management information systems. The 
members of the Audit Committee have direct access to 
the external auditors of the Corporation and to the 
Corporation's financial officers. 


® Compensation Committee 

The Compensation Committee is comprised of two 
outside directors both of whom are independent of 
management. The Compensation Committee is 
responsible for making recommendations to the 
board of directors relating to compensation and 
related matters and to assist the board of directors 
with its corporate governance practices. The 
compensation committee is also responsible for 
assessing the Corporation's response to the TSX 
Corporate governance guidelines, including the 
disclosure to be included in the Information Circular 
of the Corporation. 


Decisions Requiring Prior Board Approval 
The board of directors is responsible for all major initiatives of 
the Corporation, including setting business plans, corporate 
Strategies and annual budgets and revisions thereto. The 
President and Chief Executive Officer has been delegated the 
responsibility of general management and direction of 
business and affairs of the Corporation, subject to applicable 
laws, the by-laws of the Corporation and specific direction by 
the board of directors or any of its committees. Management 
reports to the board of directors at frequent intervals on 
major activities of the Corporation which have been 
addressed by management. The Board of directors has an 
effective working relationship with management. 


Shareholder Communications 

Senior management of the Corporation, in consultation 
with the board of directors, develops and implements the 
communications policy of the Corporation. Shareholder 
communications, in particular the dissemination of 
financial information, are reviewed by the Audit Committee 
prior to public issue. Such communications are prepared by 
the Chief Executive Officer and the Chief Financial Officer 
who are responsible for the Corporation's compliance with 
all continuous disclosure and public reporting requirements 
and for keeping shareholders informed of the 
Corporation's status, financial and otherwise. 


Expectations of Senior Management 

The board of directors is involved in monitoring and 
assessing senior management through its regular contact 
with the management team, most of whom participate in 
presentations to the board of directors at their meetings. In 
addition, the Compensation Committee assesses the 
individual performance of the President and Chief Executive 
Officer and the other members of senior management as 
part of its compensation review process. At this stage of the 
Corporation's development, specific descriptions of 
management's duties and responsibilities and specific 
corporate objectives which the Chief Executive Officer is 
responsible to meet are in the process of being developed. 


Engaging Outside Advisors 

The board of directors will be studying a recommendation 
that a system be implemented which would enable an 
individual director of the board of directors or any 
committee thereof to retain outside advisors, from time to 
time subject to appropriate approvals. 


MANAGEMENT'S 
DISCUSSION AND 


ANALYSIS 


The following discussion and analysis of Western Financial 
Group's (the “Company”) results of operations and 
financial condition should be read in conjunction with the 
Company's consolidated financial statements and related 
notes contained within this annual report. 


This management discussion and analysis, dated as of 
March 31, 2004 is a year-over-year review of the activities, 
results of operations, liquidity and capital resources of the 
Company and its subsidiaries on a consolidated basis. 


This management's discussion’ and analysis provides 
comments regarding the objectives, strategies, expected 
financial results, risk management and business outlook of 
Western Financial Group. Forward-looking statements such 
as these involve numerous assumptions, risks and 
uncertainties; including the risk that prediction and other 
forward-looking statements may not prove to be accurate. 
Western Financial Group cautions the reader not to place 
undue reliance on these statements, as a number of 
important factors could cause actual results to differ 
materially from the estimates and comments expressed in 


them. Such factors may include, but are not limited to: 


changing financial and economic conditions in Canada, 
particularly in its provinces; regulatory 
developments; competition; and the Company's 


western 


anticipated success in managing its risks. Western Financial 
Group cautions readers that the foregoing list is not 


exhaustive. Western Financial Group does not undertake to 
update any forward-looking statements, written or oral, 
that it may make from time to time regarding its operations 
and performance. 


The financial statements have been prepared in 
accordance with Canadian generally accepted accounting 
principles (GAAP), and are expressed in Canadian dollars 
with the exception of the reference and the disclosure of 
earnings before interest, taxes, depreciation and 
amortization (EBITDA). 


This management's discussion and analysis refers to certain 
financial measures that are not determined in accordance 
with Canadian GAAP. Although earnings before interest, 
taxes, depreciation, and amortization (EBITDA) and 
earnings before interest, taxes, depreciation, and 
amortization margins (EBITDA margin) do not have a 
standardized meaning prescribed by GAAP, these measures 
are determined by reference to Western Financial Group's 
financial statements. Western Financial Group discusses 
these measures as the Company feels that they are some 
of the key indicators of the performance of its business. 


Overview 


Western Financial Group is one of the leading western- 
based financial services networks operating in Canada. 
Western Financial Group’s strategy is to build a network of 
rural insurance brokerages in Western Canada through 
negotiated acquisitions and to provide financial services, 
including property, casualty and general life insurance, 
agency banking and investments through it brokerage 
network under one branding. 


WFG Agency Network has over 50 insurance agencies 
throughout Western Canada with offices in towns and small 
cities. WFG Agency Network (the “Network") provides 
Customers with insurance, investments, travel services, and 


banking services. Bank West (the “Bank”) and The Western 
Mutual Fund Company supply additional financial products 
to WFG Agency Network to service its clients. 


Bank West commenced operations in January 2003 and is 
a schedule 1 bank which is wholly owned by Western 
Financial Group. Bank West offers mortgages, insurance 
premium financing and guaranteed investment certificates. 
The Bank's product offering has been expanded to include 
personal loans and equipment financing. In 2004, the Bank 
will be reviewing and implementing dealer referral 
programs to finance automobiles, recreational vehicles, 
boats and commercial and farm equipment. This program 
will expand the Bank's channels of distribution and 
position it to expand its asset base at an accelerated rate. 


The Western Mutual Fund Company commenced operations 
in April 2004. The purpose of The Western Mutual Fund 
Company is to internalize Western Financial Group's mutual 
fund business, which, until now has been conducted 
through other mutual fund dealers. As well as being an 
important step in Western Financial Group’s evolution as a 
financial services provider, The Western Mutual Fund 
Company will provide heartland customers a more 
complete line of financial services from a single source. 


Overall, Western Financial Group's operating environment 
was positive in 2003. The Canadian insurance industry 
reported a record profit of $2.63 billion, a 673% increase 
over 2002 and surpassing the previous record of $2 billion 
set in 1997. This improvement follows several years of rising 
claim costs and inadequate premiums. However, customer 
reaction to rising premium costs has resulted in increased 
government regulation in several provinces that would limit 
both premiums and claim payouts. Issues going forward 
include regulatory changes, market consolidation, new 
technologies and increasing price sensitivity from customers. 


The Canadian banking industry avoided the merger and 
acquisition activity that characterized U.S. and 
international banking in 2003. The five leading Canadian 
banks reported total profit in excess of $8 billion. 


Financial markets also demonstrated considerable 
improvement compared to the previous two and a half 
years. The S&P/TSX Composite index rose 24.3% in 
calendar 2003. Volume was up 19.9% and the combined 
market capital of TSX listed companies increased 23.2% to 
$1,288 billion. Major market indices in the U.S showed 
similar improvement with the Dow Jones Industrial 
Average and the S&P 500 recording 25.3% and 26.4% 
gains respectively. 


With continued growth in commission revenues and the 
addition of Bank West, Western Financial Group has 
generated growth in revenue, net earnings, EBITDA and 
shareholders’ equity year after year. Although a large part 
of the Company's efforts were focused on consolidating 
previous acquisitions and initiating operations of Bank 
West, the WFG Agency Network acquired three additional 
insurance businesses in 2003. Following a private 
placement late in 2003, the Agency Network is set for 
accelerated growth in 2004. 


A significant part of Western Financial Group's growth in 
total assets in 2003 comes from the addition of Bank West. 
In the first year of operations the Bank was able to add 
$16,349,821 in customer mortgages and loans. In 
addition, Western Financial Group’s consolidated balance 
sheet reflects the initial capital requirement for the bank of 
$7,500,000 in 2002 and 2003. 


In the fourth quarter of 2003, the Company acquired all of 
the outstanding shares of Mirror Lake Insurance Ltd. in 
Camrose, Alberta and Wilford Agencies (1994) Ltd. in 
Lloydminster, Saskatchewan. The Company also acquired a 
certain assets of Cedar Square Insurance and Financial 
Centre Ltd. in Medicine Hat, Alberta. 


Three-year Summary EBITDA 

2003 2002 2001 2003 2002 2001 
Total Revenues ($000s) 32,720 27,961 22,408 Total Revenues ($000s) 32,720 27,961 22,408 
Net Income ($000s) 2,145 1,566 992 Operating Expenses (26,625) (22,785) (17,932) 
Earnings per Share — Basic ($) 0.11 0.08 0.09 EBITDA 6,095 5,176 4,476 
Earnings per Share — Fully Diluted ($) 0.10 0.08 0.07 EBITDA Margin 18.6% 18.5% 20% 
Total Assets ($000s) 116,554 79,845 58,380 Amortization of Start-up and Reorganization Costs 562 275 58 
Total Long-term Liabilities ($000s) 31,155 21,028 18,435 Operating Income 5533) 4,901 4,418 


Key Business Drivers 

As at December 31, 2003 2002 
Same-store Revenue (% change) +13.8% +13.0% 
EBITDA Margin (year to date, %) 18.6% 18.5% 


Average Items per Account 1.46 1.46 
Same-store Customer Count 


(year-to-date annualized, % change) 


+4.0% +2.0% 


Acquisitions result in an increase in the total assets, mainly 
attributed to increase in goodwill and intangible assets. When 
Western Financial Group acquires businesses, goodwill is 
recorded when the purchase price of the business exceeds 
the fair values attributed to the tangible and intangible 
assets. The goodwill is tested annually for impairment. 
Impairment is written off in the year realized. The Company 
has tested its goodwill for impairment and it continues to 
maintain its value. The net assets acquired in Business 
acquisitions between 2001 and 2002 were $6.8 million, and 
$1.8 million between 2002 and 2003. : 


2003 Revenues 


Management has identified certain key business drivers to 
assist in managing the business. These drivers consist of 
both financial and operational indicators and include 
revenue change, EBITDA margin, average policies per 
account and percentage change in customer count. As an 
acquisition Company, it is important for Western Financial 
Group to track the same-store revenue change, from one 
period to the next. As Western Financial Group continues to 
add new products through the sale of insurance and the 
addition of financial service products, we expect the average 
number of policies with existing clients to increase. In 
addition, year-to-date annualized percentage change in 
same store customer count tells us if our customer base is 
increasing on an annual basis. (reference Key Business 
Drivers table page 25.) 


2002 Revenues 


Results of Operations 


Year ended December 31, 2003 compared to year end 
December 21, 2002 


Revenue 

Western Financial Group generates the majority of its 
revenue through three reportable segments, WFG Agency 
Network, Bank West and corporate and all other which 
includes travel agencies and real estate assets. The 
insurance brokerage segment provides a variety of 
property, casualty, life and health, and investment products 
and services to customers across Western Canada through 
WFG Agency Network. The banking segment commenced 
Operations in January 2003, and provides premium 
financing to customers of the insurance segment as well as 
loans and mortgages to other customers. Revenue 
generated through corporate and all other is derived from 
contingent profits, investments, and the sale of travel 
services. Set forth below is the break down by business 
segment of the Company's 2003 and 2002 revenues. 


($000s) WFG Corporate ($000s) WFG Corporate 
Bank Agency Corporate Bank Agency and 
West Network all other —_ Eliminations Total West Network all other Total 
Revenues Revenues 
Commissions and other Commissions and other 
customer revenues - 29,489 AD 1KS}3)- (123) 32 (Bi customer revenues - 25,285 2,349 27,635 
Loan interest and Investment income = 326 326 
investment income 660 = 303 = 963 Total revenue = 25,285 2,675 27,961 
Interest paid on 
customer deposits (294) - - (294) 
Provision fo 
credit losses (80) - - (80) 
Net interest and 
investment income 285 = 303 = 588 
Total revenue 285 29,489 3,068 (123) 32,720 


($000s) 


2002 Commission revenue 27,635 
2002 Acquisition annualized in 2003 297 
2003 Acquisitions 577 
Increase in contingent profit over 2002 761 
New business and premium increases 2,861 
2003 Commission revenue 32/1311 


For the year ended December 31, 2003 Western Financial 
Group generated total revenue of $32.7 million, an 
increase of 17% over the $28.0 million generated in 2002. 
Commission revenue increased 16.3% to $32.1 million 
from $27.6 million. The table below details the increase in 
commission revenues from 2002 to 2003. 


Contingent commissions are additional compensation 
based on the profit an insurance company makes on the 
business a brokerage places with the insurance company. 
The contingent commissions earned in 2003 reflect the 
increased profitability of the business Western Financial 
Group placed with insurance companies. 


Commission Corporate 

Revenue Investment 

($millions) Revenue 
(Sthousands) 


32.1 
302.8 
4 263.5 
22.1 
19.7 
ike! 

92.9 

35.3 
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Revenue from Western Financial Group's investments held 
at the corporate level in 2003 decreased 7.1% to $302,848 
from $326,111 as a result of the decrease in the Company's 
preferred share investment portfolio by $525,953. The 
Company invests its excess working capital in high grade 
(P1 and P2) preferred shares of large Canadian 
corporations, and institutions with acceptable liquidity. 


Loan interest generated by Bank West in 2003 totalled 
$428,867, less interest paid and accrued on customer 
deposits of $294,449 and provision for credit losses of 
$80,292, for net revenue of $285,303. Bank West also 
invests certain capital in preferred shares. 


Expenses 

Operating expenses increased 16.9% in 2003 to $26.6 million 
from $22.8 million in the prior year primarily due to increases 
in Salaries and wages associated with the addition of new 
employees, resulting from acquisitions and increases in 
performance bonuses paid to management. Operating 
expenses by segment are outlined in the table below. 


Operating expenses 


($000s) 2003 
WFG Agency Network $21,201 
Bank West $1,080 
Corporate $4,467 
Interco sales ($123) 


Total $26,625 


Operating expenses in WFG Agency Network increased 
$1.9 million, as a result of two key factors. As the Company 
that continues to grow through acquisitions, new business, 
and premium increases, its expenses grow accordingly. 
When annualizing the 2002 acquisitions and adding in the 
operating expenses of the acquisitions in 2003, the 
Company increased its operating expenses as a percentage 
of revenues. The key fluctuating expense in the Network's 
industry is salaries and wages which run between 50% 
and 55% of the Network's revenues. Salaries and wages 
increased consistent with the revenues of the Agency 
Network, and consistently averaged 50% of the 2003 
commission revenues. At the end of 2003, Western 
Financial Group had 402 employees in the Network 
compared to 386 at the end of 2002. In addition, the 
Company offers its employees an Employee Share 
Ownership plan matching up to a maximum of 5% of the 
employees’ annual salary and wages with the employer 
portion vesting over a period of three years. This plan 
maintains a participation percentage of 50% to 55% of 
the Company's employees. 


2002 % Change 


$19,305 9.8 
3,479 28.4 
22,785 16.9 


Corporate and other expenses increased 28.4% from 
$3.5 million to $4.5 million. Salaries and wages at Corporate 
increased 45%, with the increases in additional staff and 
bonuses accrued for both key executives and managers in 
the WFG Agency Network. Management bonuses are tied to 
the results of the Network and, consistent with Western 
Financial Group's increased profits, bonuses for 2003 have 
increased. As the network grows, the Company continues to 
enhance the staff at head office. At the end of 2003, 
corporate staffing was at 19 employees compared to 17 
employees at the end of 2002. During 2003, the executive 
team recognized its need to enhance the expertise in the 
Systems and Infrastructure department, and identified and 
hired a Chief Information Officer and Director of Systems and 
Infrastructure. Corporate staffing remains constant at 4% of 
the consolidated employee count from 2002 to 2003. 


Bank West expenses were $1.0 million in its first year of 
operations, which is consistent with the budget prepared 
by management. 


Operating Operating 
Expenses argin 
($millions) (% of revenue) 


21.6 


19.2 


26.6 
28 
17.3 Bf 175 169 
18 
16.4 
1 | | 
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Operating margins decreased to 16.9% of revenue in 2003 
from 17.5% in 2002 primarily due to the increase of 
amortization of startup and reorganization costs. 


Amortization of reorganization costs amounted to 
$561,282 in 2003 compared to $275,211 in 2002, largely 
due to amortization of start-up costs for Bank West, which 
were incurred in 2003 but not in 2002. 


Excluding the $243,412 incurred in 2003 for the start up 
of Bank West, amortization of reorganization costs 
increased 15.5% year-over-year. This increase is due to a 
full year amortization of the branding costs incurred in 
2002 and the final amortization of certain startup costs 
with the Company's travel and special risks division. These 
costs will be fully amortized by June 30, 2004. 


Amortization of capital assets increased 16.2% to $926,731 
in 2003 from $797,730 in 2002. The increase is the result of 
new asset purchases and assets purchased through 
acquisitions in 2003. In addition, the Company made a 
business decision to purchase land and develop buildings in 
two locations where it has operating agencies in 2003. 
Western Financial Group also continues to do leasehold 
improvements throughout the network. As well, the Company 
purchased new computer equipment to accommodate the 
additional staff and the new acquisitions as they are merged 
with the Western Financial Group network, 


Amortization of startup and reorganization costs 


Amortization of intangible assets increased 76.5% to 
$132,368 from $75,000. This increase is due to the 
increase in intangible assets in 2003 of $887,787 and the 
annualized amortization for the intangible asset increase in 
2002 for $2,797,567. Due to the markets the Company 
services, the Company determined an amortization period 
of 30 years is appropriate. The Company has performed 
random selection and testing for its operations in 2003, 
which continues to support a 30-year amortization period. 


Western Financial Group acquired all of the outstanding 
shares and certain assets of three insurance brokerage 
businesses in 2003. Total consideration comprised 
$1.8 million in cash. No additional shares of the Company 
were issued with these transactions. 


During 2003, Western Financial Group recorded a loss of 
$37,277 on the sale of assets. The Company realized a 
one-time gain on the sale of assets of $208,344 in 2002 
which Western Financial Group did not have the benefit of 
in 2003. The loss generated in the current year is a result 
of the purchase adjustments made to prior year's 
dispositions that could not be estimated at the time of sale. 
It is not part of the Company's strategic planning to sell 
assets of the business. 


($000s) 2003 2002 % Change 
WFG Agency Network 

Bank West $243 - - 
Corporate $318 275 15.5 
Total $561 275 103.0 


Interest and financing costs declined 18.6% in 2003 to 
$1.5 million from $1.8 million, largely due to a decrease of 
$219,741 in the amortization of financing costs as 
compared to 2002. In 2002, Western Financial Group had 
accelerated its amortization of certain deferred financing 
costs associated with its old credit facility when entering 
into a new credit facility. The balance of the savings was 
due largely to the Company's reduced interest costs with 
its subordinated convertible redeemable debentures. As the 
Company's debenture holders convert their holdings to 
common shares of the Company, the obligation to make 
interest payments stops and shares are issued. In 2002 the 
Company also completed an Issuer bid and acquired 
$5.4 million of its 10% convertible redeemable subordinated 
debentures and in exchange for a 9% convertible 
unsecured subordinated debentures to the holders. 


Income taxes increased 34.8% primarily due to increased 
earnings. The Company's effective tax rate, however, 
decreased to 34% in 2003 from 35% in 2002. The decrease 
in the effective tax rate is due to the tax saving on the 
Company's increase in income from equity investments from 
($40,606) in 2002 to $296,308 in 2003, and the decrease 
in the statutory tax rate from 39% to 37%. 


EBITDA 
($000s) 


Operating Income 
Amortization of Start-up and Reorganization Costs 
EBITDA 


EBITDA 

Earnings before interest, taxes, depreciation and 
amortization, excluding gains from investments and the 
sale of goodwill and other assets ("EBITDA"), is used to 
measure corporate performance before the costs of capital. 
Companies such as Western Financial Group that are in a 
growth phase tend to have higher costs of capital. To gauge 
the long-term expected performance, management believes 
that EBITDA provides a better focus on actual performance 
and not substantial capital assets from cash flow. 


EBITDA 
($millions) 


2003 2002 
ae} 4,901 

561 275 
6,094 5,176 
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EBITDA 


(% of revenue) 


22.1 
6.1 
5.2 
4.5 
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Western Financial Group's EBITDA has increased steadily 
over the past five years; however, as a percentage of 
revenue, EBITDA has decreased to18.6% from 22.1% in 
the same five-year period. Because a substantial 
component of the Company's operating costs comprises 
salary and related costs, its financial performance is 
significantly impacted when these costs increase. With the 
introduction of financial services in the majority of the 
offices, the Company realized the impact of the salary 
expense without the benefit of the offsetting revenues in 
both 2003 and 2002. As the offering of financial services 
products is a new initiative for the majority of Western 
Financial Group's brokerages, the Company expects that it 
will take at least one to two years for most financial 
services representatives to be producing adequate 
revenues to support their salary expense. 


Net Income 
(Sthousands) ($) 


10 


2145 
20 08 
18.5 18.6 
117 
1566 
992 
103.03 
465 
345 i 
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Earnings per Share 


Income 

The WFG Agency Network recorded operating income of 
$8.3 million in 2003. This was partially offset by corporate 
and Bank West operating losses totalling $2.7 million, 
resulting in operating income of $5.5 million in 2003 
compared to $4.9 million in 2002. 


Net income for the year increased 37% to $2.1 million 
from $1.5 million in 2002, due to new business, premium 
increases, acquisitions and enhanced contingent profits. In 
addition, the Company showed a gain from its equity 
investments of $296,308 compared to a loss of $40,808 in 
2002. Western Financial Group also had a decrease in its 
interest and financing costs on long-term debt of 
$333,209. These improved results were partially offset by 
Bank West's after tax loss of $701,289. As a start-up bank, 
losses are expected and forecast over the first three years 
of operation. Conceptually, the Bank must build sufficient 
assets in the form of loans and mortgages, to generate net 
income to meet its funding costs and expense burden. 
Bank West expects it will achieve cash break-even on a go 
forward basis in the fourth quarter of 2004. 


Quarterly Summary — 2003 
($000s except per share data) 


Other paid in capital, net of tax, increased 28.5% to 
$796,695 from $620,078. The Company repurchased 
$5.4 million of its 10% subordinated convertible 
redeemable debentures in 2002 which were accounted for 
as debt. The Company then reissued to the holders of the 
debenture a 9% subordinated convertible redeemable 
debenture resulting in an increase in other paid in capital, 
net of tax benefits. The increase in other paid in capital 
reflects costs of capital associated with convertible 
debentures issued by the Company. When convertible 
debentures are issued that provide for settlement in shares, 
generally accepted accounting principles require that the 
principle portion of the debentures be included in equity. 
This reflects the Company's intention to convert this debt 
into equity in the future. The Company's commitment to 
make cash interest payments over the life of the debenture 
is recorded as a liability. Annual interest charges paid on the 
debenture are allocated between expense and equity. The 
charge to equity is considered comparable to a dividend 
that would be paid if the equity component of the 
debenture were shares. 


Quarterly Information 

For the quarter ended December 31, 2003, the Company's 
fourth quarter, Western Financial generated revenue of 
$8.6 million, EBITDA of $1.6 million and net income of 
$618,004. This compares to revenue of $7.2 million, 
EBITDA of 1.2 million and net income of $304,989 
generated in the fourth quarter of 2002. The fourth quarter 
increase from budgeted numbers and 2002 fourth quarter 
results is due to the contingent profits results in 2003. The 
contingent commissions earned in 2003 reflect the 
increased profitability of the business Western Financial 
Group placed with the insurance companies. During the 
fourth quarter of 2003, the WFG Agency network acquired 
two insurance brokerage businesses, and acquired certain 
assets of a business as described previously. 


The Company experiences various trends from one quarter to 
the next. With the sale of house insurance and vehicle 
insurance the revenues are tied to when clients purchase their 
home or vehicle. Since majority of these types of purchases 
are made in the second and third quarters. The Company at 
times had increased revenue during such quarters. 


Quarterly Summary - 2002 


($000s except per share data) 


Ql Q2 Q3 Q4 Year Ql Q2 Q3 Q4 Year 
Total Revenue 6,827 9,232 8,063 8597 32,719 Total Revenue 5,883 7,583 7,321 7,174 27,961 
Operating Income 881 1,893 1,243 1,516 5,533 Operating Income 973 1,560 1,426 942 4901 
Amortization of Start-up and Amortization of Start-up and 
Reorganization Costs 129 140 146 146 561 Reorganization Costs 12 11 19 233 275 
EBITDA 1,010 2,033 1,417 1,635 6,094 EBITDA 985 1,571 1,444 1,176 5,176 
Net Income 176 834 517 618 2,145 Net Income 427 478 357 304 1,566 
per share - basic 0.00 0.06 0.03 0.02 0.11 per share - basic 0.03 0.03 0.01 0.01 0.08 
per share - diluted 0.00 0.05 0.02 0.03 0.10 per share - diluted 0.02 0.03 0.01 0.02 0.08 
Total Assets 81,196 87,708 101,500 116,554 116,554 Total Assets 66,189 77,792 77,026 79,845 79,845 
Total Long-term Liabilities 21,167 22,353 27,406 SSS 55) Total Long-term Liabilities 15,693 15,240 22,559,677 21,028 +~—-21,028 


Year ended December 31, 2002 compared to year 
ended December 31, 2001 


Total revenue increased by $5.6 million or 24.8% over the 
prior year. Total revenues reported of $28 million included 
$1.218 million for contingent commissions accrued at 
year-end. Contingent commission of $1.353 million was 
included in total revenues reported of $22.4 million in 
2001. The Company invests excess working capital in low 
risk shares and investment certificates. Increased 
investment revenue reported for 2002 reflects the 
Company's ability to increase its investments. 


Commission income increased by $5.4 million or 24.8% 
over the prior year. Acquisitions accounted for $3.0 million 
of this growth. While same store revenues were ahead of 
budget by 3%, the impact on the Company's investment, 
wealth management and life segments had a negative 
impact of 3% due to market conditions. The introduction of 
new products provided opportunities for Western Financial 
Group's agencies to add to their sales volumes in future 
periods but the impact was insignificant in 2002. 


EBITDA 

($000s) 2002 2001 2000 
Revenue 27,961 22,408 19,798 
Operating Expense (22,785) (17,932) (16,298) 
EBITDA 5,176 4,476 3,500 
Amortization of Start-up 

and Reorganization Costs 275 58 76 
Operating Income 4,901 4418 3,424 


Operating margins decreased to 17.5% from 19.7%, 
substantially the result of increased salary costs in Western 
Financial Group's agencies. Economic conditions in 
Western Canada were strong throughout 2002 and several 
of the Company's locations made significant salary 
adjustments to remain competitive and ensure the 
Company can retain the best people to serve its customers. 
In addition, the hard premium market required that staff 
invest additional hours to ensure the Company's clients 
received value for their premium dollars. Depreciation and 
amortization costs, excluding goodwill amortization, 
increased over 2001 by $208,000 reflecting increased 
amortization on systems put in place over the past year. 
Goodwill amortization of $849,000 was included as an 
expense in 2001. Effective January 1, 2002 in accordance 
with new recommendation from the Canadian Institute of 
Chartered Accountants, the Company discontinued the 
amortization of goodwill. 


During 2002, the Company disposed of land and buildings 
resulting in a gain of $200,000. There were no goodwill 
dispositions in 2002. 


1999 1998 
15,738 Stool 
(12,265) (6,600) 
3,473 1,997 
Til 38 
3,396 1,959 


During 2002 the Company acquired an interest in Jennings 
Capital Inc. and reported its proportionate share of that 
company's loss to December 31, 2002. The loss in Jennings 
was the result of costs incurred to refocus that business on 
retail investment sales. With the restructuring that is has 
now been implemented, Western Financial Group expects 
the investment to generate profits in the next fiscal year. 


Interest and financing costs increased by 11.4% to $1.8 million. 
The increased interest costs are related to new debt for 
acquisitions and to funds borrowed to provide capital for 
Bank West. 


The Company benefited from the general reduction in tax 
rates at both the federal and provincial levels. If all rate 
reductions are enacted as proposed, it will see its tax rate 
decrease by a further 5.5% over the next two years. The 
Company's effective rate is lower than the previous year, 
the result of the change in accounting for goodwill. In prior 
years, Western Financial Group's net income was reduced 
by amortization of goodwill, as there was no corresponding 
tax deduction for this amount the actual tax expense 
reported was higher than what would be expected based 
on reported net income. 


Earnings before interest, depreciation and amortization 
("EBITDA") is used to measure corporate performance before 
the costs of capital. Companies such as Western Financial 
Group that are in a growth phase tend to have higher costs 
of capital. To gauge the long-term expected performance 
management, the Company believes that EBITDA provides a 
better focus on actual network performance. 


The Company's EBITDA has increased steadily over the past 
five years, however as a percentage of revenue, EBITDA has 
decreased from 19.9% to 18.5% from 2001. This decrease js 
largely due to the increased costs in 2002. Because a 
substantial component of the Company's operating costs are 
made up of salary and related costs, its financial performance 
is significantly impacted when these costs increase, With the 
introduction of financial services in the majority of the offices, 
the Company realized the impact of the salary expense 
without the benefit of the revenues in 2002. 


Net income for the year increased by $574,000, directly 
related to the elimination of amortization of goodwill from 
the Company's results for 2002. Results for 2001 also 
included a substantial gain from the sale of two agencies 
and a portion of Western Financial Group's life insurance 
business. When all of these factors are eliminated, income 
before income taxes increased slightly over the prior year. 


Reported income has been directly impacted by the costs 
of capital incurred for Bank West. In addition to the interest 
costs of carrying the $7.5 million of debt that was 
advanced in June for the founding capital of the bank, the 
Company incurred close to $1 million of costs to set up the 
bank. These costs were financed from working capital and 
had a direct impact on investment earnings reported. 


Basic earnings per share decreased to $0.08 from $0.09. 
The weighted average number of shares outstanding 
increased from 8.8 million to 11.6 million. The increase in 
shares outstanding resulted from 3 million shares issued in 
late 2001. 


Liquidity and Capital Resources 
Total shareholders’ equity was $51.7 million, or 35.3% 
higher than last year. 


During the year the Company obtained $11.3 million of 
new financing through the private placement of 4,581,090 
units. Each unit consists of one common share of Western 
Financial Group and one-half of one common share 
purchase warrant (“warrants”), Each warrant entitles the 
holder to acquire one common share at a price of $2.90 
per share for a period of two years. The financing closed 
December 13, 2003 and the Company intends to use 
proceeds are being used to fund acquisitions. 


Operating cash flow increased substantially in 2003, due to 
an increase in accounts receivable off set by a larger 
increase in accounts payable. 


Cash used in investing activities increased in 2003 
primarily due to the mortgages, loans and marketable 
securities held by Bank West. 


Cash provided by financing activities increased mainly due 
to Bank West customer deposits and the equity financing 
described previously. 


Western Financial Group expects its capital resources will 
be sufficient to satisfy the Company's financial 
requirements, which include business acquisitions and 
capital expenditures. Capital resources include cash, the 
equity financing completed at the end of 2003, available 
senior bank debt, and funds generated from operations. 


The Company has a credit facility of $16.5 million negotiated 
with the Bank of Montreal. At December 31, 2003, 
$14.6 million of this facility had been utilized. With this 
credit facility the Company is making monthly loan 
payments of $63,517plus interest. Repayment terms of the 
bank loans is dependent upon annual renewal. In the event 
the Lender elects not to extend the initial period, the 
facility will convert to a two-year committed term facility 
for all amounts due. 


In March 2003, the Company entered into an interest rate 
swap agreement exchanging $8.0 million of floating rate 
debt for a fixed rate of 6.225%. This debt requires interest 
payments only. This swap agreement expires May 2008. 


Estimated principal repayments of long-term debt, 
assuming renewal on the same or similar terms, in each of 
the next five years are included in the table in the 
Contingent Obligations section. 


At December 31, 2003, the Company had $11.5 million of 
subordinated convertible redeemable debentures 
outstanding with interest payable semi-annually at 9% per 
annum. These debenture are considered to have an equity 
component and therefore $2.6 million of an aggregate 
amount is recorded as debt. These debentures are 
convertible at the option of the holder, at any time prior to 
maturity, into common shares of the Company at a 
conversion price of $2.50. The debentures are due February 
2007. The Company may redeem the debentures at par any 
time after February 2005 if the twenty day weighted 
average trading price of its share are not less that $3.10 
per share. 


At the close of 2003, the Company also had a total of 
$15.0 million in subordinated convertible redeemable 
debentures with similiar terms held by three of it's strategic 
Insurance partners due 2009 and 2010. 


At this time the Company is not in a position to force 
conversion or to pursue early redemption on any of the 
convertible debentures. 


Contingent Obligations 

In the normal course of business Bank West issues 
commitments to extend credit to customers which are not 
recorded in the financial statements. These commitments, 
which are undrawn at year-end, are in the form of loans for 
specific amounts and maturities subject to meeting certain 
conditions and have no stated expiry dates. The maximum 
potential amount of future payments under these 
commitments is $2,997,378. 


The Company is committed to the following annual 
property lease payments, long-term debt payments, and 
capital lease payments between 2004 and 2008. 
Contingent obligations are detailed in the chart below. 


Transactions with 
Related Parties 


Related parties include directors, officers and their related 
companies. The prices and term of transactions with related 
parties are in accordance with normal business practice 
and recorded at the exchange amount. 


During the year, the Company had the following 
transactions with related parties. 


¢ Commissions of $3,680 (2002-$107,550) were paid to 
Jennings Capital Inc., an affiliated company in which a 
director holds an interest, for management of the 
Company's marketable securities. 


e Interest of $59,867 was paid to Jennings Capital Inc., 
an affiliated company in which a director holds an 
interest, in respect of the investment margin loan, 
which had a balance of $267,843 outstanding at 
December 31, 2003. 


e Management fees of $16,500 (2002 - $12,000) were 
paid and interest income of $22,400 was earned on a 
loan to a company controlled by the chief executive 
officer of the Company. 


e Dividends on preferred shares in the amount of $36,000 
were paid to a company controlled by a director. 


¢ Consulting fees of $29,173 were paid to a company in 
which a director holds an interest. 


e Accounts receivable includes $60,348 from Western 
Communities Foundation, a private foundation which is 
related to the Company. 


Subsequent Events 

In January, the Company issued 1,819,463 common shares 
and 909,736 warrants under a private placement for gross 
proceeds of $4,494,073. The warrants may be exercised for 
common shares on the basis of one warrant and $2.90 for 
one common share for a period of two years. 


Subsequent to December 31, 2003, the Company entered into 
certain memorandums of understanding and term sheets with 
respect to the sale and acquisition of insurance brokerage 
businesses for an estimated net cost of $12 million. 


EBITDA 
7Year Property Leases Long-term Debt Capital Leases 
($000s) ($000s) ($000s) 
2004 1,146 2,015 38 
2005 971 2,013 7 
2006 883 eatod 7 
2007 666 564 7 
2008 573 325 


Critical Accounting 
Estimates 


Western Financial Group's consolidated financial 
statements are prepared in accordance with Canadian 
GAAP as further described in note 2 of the audited 
financial statements. These accounting polices require 
management to make estimates and assumptions that 
affect the reported amount of assets and liabilities as at 
the date of the financial statements, and income and 
expenses during the reporting period. Key areas of 
estimation where management has made difficult, complex 
or subjective judgments, often as a result of matters that 
are inherently uncertain, include those relating to the 
allowance for loan losses, assessment of impairment of 
goodwill, the useful life of intangible assets, allocation of 
purchase price to goodwill and intangible assets, 
recognition of commission income, and stock based 
compensation. Estimates are based on management's 
experience, terms of contracts and policies, observation of 
industry trends and information provided by outside 
sources. These estimates are more fully discussed below. 


Mortgages and Loans 
Bank West has provided a general allowance for loan 
losses, estimated using industry knowledge for similiar loan 
portfolios. The general allowance is based on an 
assessment of existing economic and portfolio conditions 
which will change over time, 


Changes in this estimate will impact the net revenue 
reported by Bank West. 


Goodwill 

Goodwill represents the excess of consideration paid over 
the fair value of net tangible and intangible assets acquired 
in business acquisitions and related costs of acquisition. 
Goodwill is not amortized, but is tested for impairment on 
an annual basis by comparing the fair value of each 
reporting unit to its book value. Fair value of a reporting 
unit is estimated using revenue and earnings multiples that 
have been observed in the industry. The use of other 
valuation methods may produce different results in the 
application of the impairment tests and, as a result, may 
significantly change the net income. The Company's 
Impairment testing for 2003 supported the total value 
assigned to goodwill. 


Intangible Assets 

Intangible assets in respect of purchased customer 
contracts and related customer relationships are being 
amortized on a straight line basis over the estimated life of 
the asset. The Company has relied on its past experience 
with respect to customer retention in determining a 
30-year life for customer contracts and the related 
relationship. Customer retention rates may change over 
time based on competition in our markets. Any changes in 
retention rates would result in changes to the useful life 
and annual amortization expense. The Company assesses 
annually whether the life of the intangible is appropriate. 


Allocation of the Purchase Price of 

an Acquisition 

Acquisition of exiting businesses is a fundamental 
component of Western Financial Group's growth strategy. 
When the Company acquires a business, the cost of the 
purchase is allocated to the assets acquired and liabilities 
assumed based on their fair values. Any excess of purchase 
price over identified assets is allocated to goodwill. The fair 
value of assets, including intangible assets, is determined 
using valuation methods including net realizable value and 
discounted cash flows. The use of assumptions, which are 
based on management's judgments, is inherent in the 
application of these valuation methods. The use of different 
judgments, estimates and valuation methods may result in 
different allocations of the purchase price and, as a result, 
different results of operations. 


Revenue Recognition 

Insurance commission revenue is recognized when the 
insurance policy sold is in effect and the amount of the 
commission earned is determinable. Contingent profits are 
recorded when amounts can be determined. The 
determination of contingent profits is based on estimates 
received from insurance companies and may vary from 
actual amounts received. 


Changes in 
Accounting Policies 


Goodwill and Other Intangible Assets 
Effective January 1, 2002, the Company adopted the 
provisions of CICA Handbook Section 3062 Goodwill and 
Other Intangible Assets. Under the new recommendations, 
goodwill and intangible assets with an indefinite life are 
not amortized, but are tested for impairment annually. 
Other intangible assets are amortized over their estimated 
useful lives on a straight-line basis. This change has been 
applied prospectively. 


Goodwill was tested for impairment as of January 1, 2002 
and January 1, 2003. In assessing for impairment the 
Company identified its “reporting units" and determined 
the book value of each unit. This book value was compared 
to the fair value of the reporting unit. Based on the testing 
performed, no impairment losses were incurred. 


Stock-based compensation 

Effective January 1, 2003, the Company changed its 
method of reporting stock-based compensation to the fair 
value based method. This change in accounting policy has been 
applied prospectively to options issued after January 1, 2003. 
Compensation expense of $64,568, related to options 
issued after that date is included as operating expenses for 
the year ended December 31, 2003. 


Outstanding Share Data 


At December 31, 2003 the balance of issued common 
shares was 16,460,653, for a total value of $30,437,965. 
In connection with a private placement completed in 
December 2003 the Company issued 2,290,545 warrants. 
These warrants may be exercised at a price of $2.90 for 
one common share, expiring December 2005. The 
Company completed an additional issuance of 1,819,463 
common shares with the private placement in January 
2004 issuing 909,732 common share purchase warrants. 


In 2003 the Company acquired, through its Normal Course 
Issuer Bid, 33,400 common shares for cash consideration 
of $91,490. The Company then cancelled the shares. The 
excess of the cash consideration over the assigned value of 
the share is recorded as a charge to retained earnings. 


The company has a fixed stock option plan under which it 
may grant option to directors, officer, employees and 
consultants for up to 10% of the issued and outstanding 
shares to an aggregate maximum of 1,600,000 common 
shares. We granted 112,000 options in 2003, cancelled 
122,500, and had 75,000 options exercised leaving 
557,000 options outstanding at December 31, 2003 of 
which 455,000 were exercisable and 1,043,000 are 
available to grant. 


Management of Risks 


Revenue Risk 

In 2003, approximately 6.1% of the Company's revenue 
(4% in 2002) was derived from claims performance and 
bonuses from insurance companies. The Company has 
significant volumes of business with its selected insurance 
companies such that it is relatively assured of receiving 
these contingent commissions on an annual basis. The 
contingent commissions are additional compensation 
based on the profit of an insurance company on the 
business a brokerage places with the insurance company. 


Expense Risk 

Annual budgets are prepared for each office based on 
standards developed for all offices. Major expenses, the 
most significant of which are human resource costs, are 
directly controlled from head office. 


Investment Risk 

The Company has invested a significant amount of its 
excess working capital in P1 and P2 grade preferred shares 
of Canadian corporations, institutions with an acceptable 
liquidity. These shares provide the Company with a tax- 
effective yield. The value of the shares is monitored closely. 


Business Risk 

Business risk primarily involves uncertainty about future 
revenue and profitability in the Company's network of 
insurance brokerages. This includes risks associated with 
making strategic choices, actions of competitors and 
regulatory changes. Western Financial Group manages 
this risk through a comprehensive business planning 
process, which includes risk identification and analysis on 
an office-by-office basis and assessment of the impact of 
those risks on future earnings. The Company's business 
plan includes the identification of key results areas and 
development of financial targets for each office. 


Competition Risk 

The presence of other insurance consolidators and the 
advancement of internet insurance products create a highly 
competitive marketplace. Western Financial Group manages 
this risk by recognizing that retention and customer service 
are key to its success. The Company empowers its managers 
and local staff through corporate vision and a customer first 
attitude. The Company also provides a range of high quality, 
flexible and specialty products. 


Operational Risk : 
There is a risk of potential loss arising from errors by 
people, systems, and unusual events such as lawsuits or 
fraud. Western Financial Group manages this risk through 
a combination of internal controls and operating practices. 
The automation of the Company's offices, implementation 
of centralization data and administrative office functions 
have been made to strengthen its internal controls and 
reduce its operational risks. 


Interest Rate Risk 

The Company is exposed to interest rate risk arising from 
fluctuations in interest rates on certain of its bank term 
loans payable. The Company is also exposed to interest rate 
risk arising from the mismatch, or gap, between the assets 
and liabilities of Bank West that are scheduled to mature 
Or reprice on particular dates. 


The Company entered into an interest rate swap 
agreement, expiring in May 2008, to manage the interest 
rate risk on a portion of its bank debt. Under the terms of 
the agreement, the variable rate of interest on the 
underlying debt instrument is swapped for a fixed rate of 
6.225% per annum. The counterparty to this agreement is 
a large Canadian financial institution, which presents 
minimal credit risk. The actual amount of gain or loss on 


this hedge will fluctuate with current interest rates. As at 
December 31, 2004 the actual interest rate on the 
underlying debt instrument was 4.139% per annum. 
Assuming this interest rate were in effect for the term of 
the agreement, the Company would recognize an annual 
loss of $167,000 as interest expense. 


Credit Risk 

The Company is exposed to credit risk with respect to its 
marketable securities, accounts receivable and mortgages 
and loans receivable. 


Restricting both the type and the term of investments 
mitigates marketable securities risk. The Company only 
invests in Canadian corporations and institutions with 
large capitalization and acceptable liquidity to reduce 
credit risk. 


Accounts receivable risk is minimized by the Company's 
large customer base, which covers all consumer and 
business sectors in British Columbia, Saskatchewan and 
Alberta. The Company follows a program of credit 
evaluations of customers and limits the amount of credit 
extended when deemed necessary. 


Credit risk with respect to mortgages and loans is 
mitigated through conservative underwriting policies and 
charges against real property that reduce the Company's 
risk exposure on these loans. Certain of the residential 
mortgages are insured through Canada Mortgage and 
Housing Corporation. 


Liquidity Risk 

Liquidity risk is the risk that an entity will encounter 
difficulty in raising funds to meet commitments associated 
with financial instruments. Deposit maturities are spread 
over fixed terms and appropriate levels of liquid 
investments are maintained. An asset liability committee 
made up of Bank West executive management and board 
representatives monitors liquidity and interest rate risk on 
a weekly basis. 


Financial Instruments 

For certain of the Company's financial instruments, 
including cash, accounts receivable, demand loans, 
accounts payable and accrued liabilities, the carrying 
amounts approximate fair value due to the immediate or 
short-term maturity of these financial instruments. The fair 
value of marketable securities has been estimated based on 
market values of the securities as at December 31, 2003. 


The fair value of fixed rate mortgages and loans has been 
estimated by discounting the expected future cash flows at 
market rates for loans with similar terms and risks. For 
floating rate loans, fair value is assumed to be equal to 
book value as the interest rates on these loans 
automatically reprice to market. Fair value of mortgages 
and loans as at December 31, 2003 is estimated to be 
$18,437,784. 


The fair value of customer deposits is determined by 
discounting the contractual cash flows, using market 
interest rates currently offered for deposits with similar 
terms and risks and is estimated to be $20,833,072 as at 
December 31, 2003. 


Management considers that no events have occurred 
subsequent to the arrangement of the credit agreement 
with its bank that would indicate that the fair value of 
bank loans differs substantially from their carrying value. 


The fair value of the $11,473,000 convertible debentures is 
based on the quoted market price of the debentures at the 
respective balance sheet dates and, as at December 31, 2003 
and 2002, was approximately $12,849,800 and 
$12,190,500, respectively. 


The fair values of the $5,000,000 and $10,000,000 
convertible debentures are not determinable due to the 
existence of business development agreements with 
the holders that would have the effect of reducing the 
effective rate. 


The fair value of the preferred shares is not determinable 
as there is no active market for these instruments. 


The Company entered into an interest rate swap 
agreement, expiring in May 2008, to manage the interest 
rate risk on a portion of its bank debt. Under the terms of 
the agreement, the variable rate of interest on the 
underlying debt instrument is swapped for a fixed rate of 
6.225% per annum. As at December 31, 2003 the actual 
interest rate on the underlying debt instrument was 
4.139% per annum. 


Effects of Recent 
Accounting 
Pronouncements 


Effective January 1, 2004, the Company will adopt the new 
accounting guidelines contained in the Emerging 
Committees committee Abstract 141 dealing with revenue 
recognition. The guidance provided requires that an 
allowance for refundable commission be provided for on 
insurance policies written in a year. Based on a review of 
cancellation history, management does not expect that 
adoption of this guideline will have a material impact on 
revenue recognized in a year. 


Management is responsible for preparing the Company's consolidated financial statements and the other information that 

L | appears in this annual report. Management believes that the consolidated financial statements fairly reflect the form and 
MANAG EM ENT S substance of transactions and reasonably present the Company's financial condition and results of operations in conformity 
with Canadian generally accepted accounting principles. Management has included in the Company's financial statements 


RESPONS | B | LITY amounts that are based on estimates and judgements, which it believes are reasonable under the circumstances. 


The Company maintains a system of internal accounting policies, procedures and controls intended to provide reasonable 
assurance, at appropriate cost, that transactions are executed in accordance with Company authorization and are properly 
recorded and reported in the financial statements, and that assets are adequately safeguarded, 


PricewaterhouseCoopers LLP audits the Company's consolidated financial statements in accordance with generally accepted accounting standards in Canada which provide an independent 
review that the statements present fairly, in all material respects, the financial position and results of this operation. 


Western Financial Group Inc. Board of Directors has an Audit Committee with non-management Directors. The Committee meets with financial management and the independent auditors 
to review accounting, auditing and financial reporting matters. 


Scott Tannas Catherine Rogers 
President and Chief Executive Officer Senior Vice President, Finance and Chief Financial Officer 
April 15, 2004 


TO THE SHAREHOLDERS OF WESTERN FINANCIAL GROUP INC. 


AUDITORS’ We have audited the consolidated balance sheets of Western Financial Group Inc. as at December 31, 2003 and 2002 and 


the consolidated statements of income, retained earnings and cash flows for each of the ears in the two year period ended 

REPORT December 31, 2003. These consolidated financial statements are the responsibility of the company’s management. Our 
responsibility is to express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that 

we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 


misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the company as at December 31, 2003 and 2002 and the results of 
its Operations and its cash flows for each of the years in the two year period ended December 31, 2003 in accordance with Canadian generally accepted accounting principles. 


‘ Chartered Accountants 
TEL. Calgary, Alberta 
March 12, 2004 
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AR 2003 


CONSOLIDATED BALANCE SHEETS becember 31, 2003 and 2002 


As at December 31, 2003 2002 
ASSETS 
Current 
Cash $ 15,500,353 $ 9,828,813 
Marketable securities (Note 4) 9,355,755 26,216 
Accounts receivable (Note 5) 17,576,796 14,766,006 
Prepaid expenses (Note 6) 1,487,815 945,028 
Current portion of other assets (Note 8) 56,800 59,200 
Current portion of mortgages and loans (Note 9) 8,687,110 = 
52,664,629 25,625,263 
Deferred charges (Note 7) 1,341,804 1,820,824 
Other assets (Note 8) 5,807,379 6,152,861 
Mortgages and loans (Note 9) 7,662,711 = 
Capital assets (Note 10) 6,062,238 5,170,818 
Intangible assets (Note 11) 4,207,610 3,450,702 
Goodwill (Note 12) 38,807,502 37,624,491 
$ 116,553,873 $ 79,844,959 
LIABILITIES 
Current 
Demand loans (Note 13) $ 1,388,284 $ 3,340,933 
Accounts payable and accrued 18,454,089 13,271,102 
Income taxes payable 473,760 183,689 
Customer deposits (Note 14) 11,278,371 = 
Current portion of long-term debt (Note 15) 2,014,880 3,628,800 
Current portion of obligation under capital leases (Note 16) 37,893 160,113 
33,647,277 20,584,637 
Customer deposits (Note 14) 9,374,685 = 
Long-term debt (Note 15) 21,167,710 20,275,811 
Obligation under capital leases 42,093 57,142 
Future income taxes (Note 21) 570,900 694,599 
64,802,665 41,612,189 
SHAREHOLDERS’ EQUITY 
Share capital (Note 17) 31,568,965 20,512,851 
Other paid in capital (Note 19) 16,798,509 15,728,894 
Contributed surplus (Note 18) 64,568 = 
Retained earnings 3,319,166 1,991,025 
51,751,208 38,232,770 
$ 116,553,873 $ 79,844,959 


Approved by the Board; 


A 
Director Director 
’ 


33 


AR 2003 


CONSOLIDATED STATEMENTS OF INCOME AND RETAINED EARNINGS becember 31, 2003 and 2002 


As at December 31, 2003 2002 

Revenue 
Commissions and other customer income $ 32,131,498 $ 27,634,814 
Net interest and investment income 588,151 326,111 
32,719,649 27,960,925 

Expenses 
Operating expenses (26,625,284) (22,784,675) 
Amortization of start up and reorganization costs (561,282) (275,211) 
Operating income 5,533,083 4,901,039 
Income (loss) from equity investments : 296,308 (40,808) 
(Loss) gain on sale of assets (37,277) 208,344 
Interest and financing costs on long-term debt (1,458,971) (1,792,180) 
Amortization of intangible assets (132,386) (75,000) 
Amortization of capital assets (926,731) (797,730) 
Income before income taxes 3,274,026 2,403,665 
Income taxes (Note 21) (1,129,150) (837,602) 
NET INCOME FOR THE YEAR 2,144,876 1,566,063 
Retained earnings, beginning of year 1,991,025 1,064,790 
Excess on cancellation of shares (Note 17) (20,040) (19,750) 
Increase in other paid in capital, net of tax benefit of $373,000 (2002 - $299,400) (Note 19) (796,695) (620,078) 
Retained earnings, end of year $ 3,319,166 $ 1,991,025 


—_—_—_——————————— ee — ett 


Earnings per share basic and diluted (Note 22) 


Basic $ 0.11 $ 0.08 
—_—_—_—————— 
Diluted $ 0.10 $ 0.08 


_-_-_——————————————————————————— 
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AR 2003 


CONSOLIDATED STATEMENTS OF CASH FLOWS voecember 31, 2003 and 2002 


As at December 31, 2003 2002 

CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES 
Net income for the year $ 2,144,876 $ 1,566,063 

Non-cash items 

Amortization of goodwill and intangible assets 132,386 75,000 
Amortization of capital assets 926,731 797,730 
Future income taxes (67,000) 286,500 
Amortization of deferred charges 561,282 275,211 
Other non-cash expenses 127,653 230,235 
Share of investee's loss (income) (296,308) 40,808 
Gain on disposal of marketable securities (137,033) = 
Loss (gain) on disposal of assets 37,277 (208,344 
3,429,864 3,063,203 
Accounts receivable (2,666,990) (5,295,998 
Prepaid expenses (542,787) (333,489 
Accounts payable and accrued 5,182,987 3,870,861 
Income taxes 663,472 86,529 
Deferred start up and reorganization costs (185,555) (828,845 
5,880,991 562,261 

CASH PROVIDED BY (USED IN) INVESTING ACTIVITIES 
Notes receivable and deposits (101,598) (1,021,506 
Net assets acquired in business acquisitions (1,799,646) (6,363,132 
Capital asset purchases (1,756,428) (1,440,637) 
Intangible asset purchases (41,302) (400,609) 
Proceeds on sale of capital assets = 392,000 
Marketable securities (8,666,553) 144,410 
Mortgages and loans (16,349,821) - 
(28,715,348) (8,689,474) 

CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES 
Repayments of long-term debt (2,525,580) (7,724,068) 
Issuance of debentures, net of costs = 6,270,967 
Bank loan advances 1,900,000 12,327,312 
Net proceeds on issuance (repurchase) of share capital 10,616,074 67,143 
Repayment of capital lease (137,269) (183,976) 
Deferred finance charges (47,735) (569,622) 
Net repayment of investment margin loan (1,586,421) 1,854,264 
Customer deposits 20,653,056 = 
28,872,125 12,042,020 
Increase in cash for the year 6,037,768 3,914,807 
Cash and cash equivalents, beginning of year 8,342,144 4,427,337 


Cash and cash equivalents, end of year $ 14,379,912 $ 8,342,144 
a ee ———————— 
Cash and cash equivalents are comprised as follows: 


Cash $ 15,500,353 $ 9,828,813 
Demand loans (1,120,441) (1,486,669) 
$ 14,379,912 $ 8,342,144 


a 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS ecember 31, 2003 and 2002 


OPERATIONS 

Western Financial Group Inc. ("the Company") was incorporated in the province of Alberta as 674658 Alberta Inc. on November 15, 1995 and is engaged in the acquisition and operation of insurance and 
financial service brokerage businesses, banking activities and travel agency operations in rural western Canada. The banking activities are carried out through a federally incorporated, wholly owned 
subsidiary, Bank West, which received its bank charter on November 27, 2002 and commenced operations on January 30, 2003. 


ACCOUNTING POLICIES 


Basis of Consolidation These consolidated financial statements include the accounts of the Company and its subsidiary companies, which are wholly owned. 


Accounting Estimates The preparation of the financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the 
reported amount of assets and liabilities as at the date of the financial statements, and income and expenses during the reporting period. Key areas of estimation where management has made difficult, 
complex or subjective judgments, often as a result of matters that are inherently uncertain, include those relating to the allowance for credit losses, assessment of impairment of goodwill, the useful life of 
intangible assets, allocation of purchase price to goodwill and intangible assets, and future income taxes. Therefore actual results could differ because of these and other estimates. 


Cash and cash equivalents Cash and cash equivalents include cash, short-term deposits and investments that mature within three months at the time of acquisition, and demand loans. 


Investments Marketable securities are purchased with the intention of holding them until maturity. Equity securities are recorded at cost and debt securities at amortized cost. Declines in market value 
below cost are recognized when such declines are considered other than temporary. 


Entities which are not controlled and over which the corporation has the ability to exercise significant influence, referred to as affiliated companies, are accounted for using the equity method. Investments 
in other entities are accounted for using the cost method. 


Deferred Charges Deferred charges include costs related to the start up of new businesses, development of new products and certain of the costs of obtaining debt financing. Amounts are being amortized 
on a straight-line basis commencing in the year of deferral, except for start up costs which commence when the pre-operating period is over. Financing costs are amortized over the term of the respective debt. 
Other deferred charges are amortized over periods from three to five years. 


Mortgages and loans Current performing loans are stated at cost net of an allowance for credit losses. Loans that are considered impaired are recorded at the net present value of expected future cash flows. 


Loans are considered impaired when, in management's opinion, there has been a deterioration in credit quality to the extent that there is no longer reasonable assurance of timely collection of both principal 
and interest. Loans will be returned to performing status when there is reasonable assurance of collection and all delinquent principal and interest payments are brought current. 


Specific allowance A specific allowance for loss is provided when loans are considered to be impaired, which occurs when they are either more than 90 days in arrears, or there is no longer 
reasonable assurance of timely collection of outstanding principal and interest. 


General allowance Bank West has provided a general allowance for loan losses, which management estimates are contained within the portfolio on the balance sheet date. The general allowance 
is established against the loan portfolio in respect of Bank West's core business lines where assessment of existing economic and portfolio conditions indicate that it is probable that losses have 
occurred, but where such losses cannot be determined on an item-by-item basis. As Bank West has no operating history, it has utilized industry knowledge in establishing the level of general allowance. 
This allowance is re-assessed monthly and may fluctuate as a result of changes in portfolio volumes, concentrations and risk profile; analysis of evolving trends and management's current assessment 
of factors that may have affected the condition of the portfolio. 


Capital Assets Capital assets are recorded at cost and are being amortized over their estimated useful lives on a diminishing balance basis, except for leasehold improvements which are amortized on a 


straight line basis, commencing in the year of acquisition up to and excluding the year of disposal, at the annual rates detailed in Note 10. In the year of acquisition, one-half of the annual amount of 
amortization in recorded, 


Goodwill Goodwill represents the excess of consideration paid over the fair value of net tangible and intangible assets acquired in business acquisitions and related costs of acquisition. Goodwill is not 


amortized, but is tested for impairment on an annual basis by comparing the fair value of each reporting unit to its book value. When the carrying value of a reporting unit exceeds its fair value, goodwill 
is written down to its fair value. 


Intangible assets Costs related to the Letters of Patent of Incorporation and the Order to Commence and Carry on Business with respect to the commencement of banking activities are recorded as 
intangible assets. These costs are not amortized as they are considered to have an indefinite life. The asset is reviewed annually for impairment by comparing the carrying amount to its fair value. 


Intangible assets in respect of purchased customer contracts and related customer relationships are being amortized on a straight line basis over a 30 year period. These intangible assets are considered to 
have a finite life, and as such, are subject to an impairment test when events and circumstances indicate the carrying amounts may not be recoverable. 


Income Taxes Income taxes are calculated using the liability method of tax accounting. In providing for corporate income taxes, temporary differences between the tax basis of assets or liabilities and 
their carrying amounts are reflected as future income taxes. The tax rates substantially enacted when these temporary differences are anticipated to reverse are used to calculate future income taxes. 


Convertible Subordinated Debentures Convertible subordinated debentures are recorded in part as debt and in part as equity when the Company has the right to repay the debenture by issuing shares. 


The debt component consists of the present value of the future interest payments remaining. The equity component consists of the present value of the principal amount of the debenture and the value 
attributed to the holder's option to convert the principal balance into common shares. 


The debt component will be reduced and the equity component increased over the term of the debenture. 


Preferred Shares Preferred shares issued by the Company that give the holder the right to require the Company to redeem the share at or after a particular date for a fixed or determinable amount, are 
recorded as debt. Dividends paid and accrued on such shares are expensed and included in interest on long term debt. 


Revenue Recognition Insurance commission revenue is recognized when the insurance policy sold is in effect and the amount of the commission earned is determinable, Subsequent commission adjustments, 
such as policy endorsements or cancellations, are recognized upon notification from the insurance company. 


Contingent profits represent amounts received from insurance companies based on volumes and loss ratios of customer insurance policies written with the respective company and are recognized in the year earned. 
The Company records interest income earned on performing loans as interest income in the financial statements. Recognition of interest income ceases when a loan is classified as impaired. 


Stock-based compensation In the fourth quarter of 2003, the Company prospectively adopted the fair-value-based method of accounting for stock-based compensation applying to options issued for 
years beginning in 2003. Under this method, compensation expense for stock options granted is measured at the fair value at the grant date using the Black-Scholes valuation model. This value is recorded 
as a charge to net income, with an offsetting credit to contributed surplus, on a straight-line basis over the vesting period, 


Prior to 2003, no compensation expense was recognized when the exercise price equaled the market price at the date when the stock options were issued to employees. The Company provides pro forma 
basic and diluted earnings per share in Note 18 for the fair value of options granted between January 1, 2002 and December 31, 2002. 


Any consideration paid by employees and the associated contributed surplus is credited to share capital when the option is exercised. 
The matching contribution made by the Company under the employee share ownership plan is being amortized over the vesting period of the shares commencing in the month of contribution. 


Interest rate swaps The Company enters into interest rate swaps in order to reduce the impact of fluctuating interest rates on its long-term debt. These swap agreements require the periodic exchange of 
payments without the exchange of the notional principal amount on which the payments are based. The Company designates its interest rate hedge agreements as hedges of the underlying debt. Interest expense 
on the debt is adjusted to include the payments made or received under the interest rate swaps. The Company does not enter into derivative financial instruments for speculative or trading purposes. 


Comparative figures Certain of the comparative figures presented have been reclassified to conform with the current year’s presentation. 


BUSINESS ACQUISITIONS 


All business acquisitions are accounted for using the purchase method whereby the assets and liabilities have been recorded at fair market values and the operating results have been included in the 
Company's financial statements from the effective date of purchase. 

December 31, 2003 During the year ended December 31, 2003, the Company acquired all of the outstanding shares and certain assets of the following insurance brokerage businesses: Cedar Square 
Insurance and Financial Centre Ltd., Mirror Lake Insurance Ltd. and Wilford Agencies (1994) Ltd. 

December 31, 2002 During the year ended December 31, 2002, the Company acquired all of the outstanding shares and certain assets of the following insurance brokerage and travel agency 
businesses: IS! Insurance Services Inc., Chase Canada Insurance Brokers Ltd. and Stark's Agency Ltd., Prairie West Agencies, AON Canada Inc., "Uniglobe, The Travel Place", Key World Travel, Torch River 
Agencies and Olds Travel. 
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Net assets acquired in business acquisitions: 


2003 2002 
Current assets $ - $ 189,680 
Capital assets - 30,269 
Intangible assets 846,485 2,797,567 
Goodwill 1,179,061 4,351,499 
Accounts payable and accrued - (412,950) 
Income taxes payable - (20,933) 
Future taxes payable (225,900) (372,000) 

1,799,646 6,563,132 
Cash acquired - 194,139 
$ 1,799,646 $ 6,757,271 


RN 
Consideration: 


Common shares (2002 — 84,388) - $ 200,000 
Cash $ 1,799,646 6,557,271 
$ 1,799,646 $ 6,757,271 


ee ee 
Of the total amount assigned to goodwill and intangibles $199,744 (2002 - $4,462,814) will be deductible for tax purposes. 


MARKETABLE SECURITIES 


Securities are composed of Canadian Federal Government and Provincial Government treasury bills, acceptances of Canadian Schedule 1 banks and Canadian corporate term-preferred and fixed/floating-preferred 
shares. Securities are purchased for liquidity and longer-term investment, with the intention of holding to maturity. Securities maturing beyond one year are included as other assets (Note 8) 


2003 
Within 1 year Over 1 year Total book Estimated 
value market value 
Fixed income securities 
Canadian government $ 6,085,211 $ - § 6,085,211 § 6,085,570 
Provincial governments 791,932 = 791,932 791,671 
Bankers’ acceptances 2,478,612 - 2,478,612 2,478,225 
Preferred shares = 2,849,292 2,849,292 3,062,240 
Total $i 9355)755 $ 2,849,292 $ 12,205,047 $ 12,417,706 
—_—__eee ee 12 77100 
2002 
Within 1 year Over 1 year Total book Estimated 
value market value 
Fixed income securities 
Term deposits $ 26,216 $ = $ 26,216 $ 26,216 
Preferred shares = 3,375,245 3,375,245 3,297,610 
otal $ 26,216 $ 3,375,245 $ 3,401,461 $ 3,323,826 


ACCOUNTS RECEIVABLE 


he Company has recorded contingent commissions receivable of $322,300 (2002-$322,300) with respect to policies written through Lloyds of London. These amounts may not be received for up to five 
years from the year in which the policy is written. Actual amounts received may vary based on actual claims made and administrative expenses incurred. 


PREPAID EXPENSE 
Prepaid expenses include $402,730 (2002-$73,025) in respect of legal and other costs associated with a claim filed against Montreal Trust. The recovery of these costs is dependent upon the future 
settlement of this action. Management believes these costs will be fully recovered on settlement. Any gain or loss on settlement will be reported in the year received. 


DEFERRED CHARGES 


Accumulated Net Book 
Cost Amortization Value 
2003 
Start up and reorganization costs $ 1,756,415 $ 1,079,336 $ 677,079 
Financing costs 1,829,576 1,164,851 664,725 
$ 3,585,991 $ 2,244,187 $ 1,341,804 
2002 
Start up and reorganization costs $ 1,569,131 $ 516,325 $ 1,052,806 
Financing costs 1,781,841 1,013,823 768,018 
$ 3,350,972 $ 1,530,148 $ 1,820,824 
OTHER ASSETS 
2003 2002 
Marketable securities (Note 4) $ 2,849,292 $ 3,375,245 
Jennings Capital Inc., an affiliated company. 
Notes receivable are non-interest bearing and due on demand. These notes have been postponed 
and subordinated to all other debt of the corporation. The Company has indicated it will not request 
repayment within the next fiscal year. The fair value of these notes is not determinable. 363,363 813,363 
678,363 (2002-363,363) common shares representing 33.9% (2002-26.2%) of the outstanding common shares 949,855 451,597 
500 preferred shares, cumulative dividends at 4% per annum. 500,000 500,000 
Loan to a company controlled by the chief executive officer of the Company. Interest is repayable annually at 
4% per annum. Loan is secured by 350,000 shares of the Company. Market value of the security as at 
December 31, 2003 was $1,050,000. Due September, 2007. 560,000 560,000 
Note receivable with respect to proceeds from sale of a subsidiary. Repayments to begin in December, 2004 
with interest at 4% per annum. Due December, 2007. 198,980 226,257 
Promissory note, repayable at $5,198 per month including interest at 5% per annum. Secured by a general security 
agreement over all of the assets of Kennedy Insurance Ltd. and a guarantee from its shareholders. Due June, 2006. 223,732 198,517 
Demand promissory note due from an officer of a subsidiary covering relocation expenses. The balance remaining 
will be forgiven based on the terms of the officer's employment contract over a maximum period of three years. 
This note is non-interest bearing and secured by a charge over property owned by the officer. 38,758 78,202 
Deposits and costs for future business acquisitions that closed subsequent to year end. 180,199 8,880 
5,864,179 6,212,061 
(56,800) (59,200) 


Current portion of other assets, representing the portion of notes receivable in the next fiscal year. $ 5,807,379 $ 6,152,861 
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10 


MORTGAGES AND LOANS 


Residential Residential Farm & 
mortgages — mortgages — Commercial Premium 
insured uninsured mortgages financing Other loans Total 
Residential $ 4,483,765 $ 3,810,894 $ = $ = $ = $ 8,294,659 
Personal - - - 2,464,750 324,517 2,789,267 
Business - = 2,495,817 2,570,452 279,918 5,346,187 
4,483,765 3,810,894 2,495,817 5,035,202 604,435 16,430,113 
Allowance for credit losses (80,292) 
16,349,821 
Portion maturing in the next year (8,687,110) 
$ 4,483,765 $ 3,810,894 $ 2,495,817 $ 5,035,202 $ 604,435 $ 7,662,711 
Management conducts on-going credit assessments and as at December 31, 2003 has not identified any specific impaired loans. 
CAPITAL ASSETS 
Accumulated Net book 
Rate Cost Amortization Value 
2003 
land $ 719,910 - 719,910 
Buildings 5% 1,544,982 275,772 1,269,210 
Leasehold improvements 10% 1,615,666 466,665 1,149,001 
Furniture and equipment 20% 1,505,597 717,841 787,756 
Computer hardware and software 20% 3,465,894 1,759,785 1,706,109 
Leased assets 30% 899,959 531,086 368,873 
Automotive 30% 81,779 20,400 61,379 
$ 9,833,787 3,771,549 6,062,238 
a 
2002 
land $ 118,547 - 118,547 
Buildings 5% 1,192,533 218,246 974,287 
Leasehold improvements 10% 1,345,434 318,611 1,026,823 
Furniture and equipment 20% 1,291,255 553,471 737,784 
Computer hardware and software 20% 3,147,848 1,374,169 1,773,679 
Leased assets 30% 899,961 372,998 526,963 
Automotive 30% 20,056 7,321 TES 
$ 8,015,634 2,844,816 5,170,818 


OO 10,818 
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INTANGIBLE ASSETS 
Accumulated Net Book 
Cost Amortization Value Additions 
2003 
Customer contracts and relationships $ 3,973,085 $ 207,386 $ 3,765,699 $ 846,485 
Bank West 
Letters of Patent of Incorporation 441,911 - 441,911 41,302 
$ 4,414,996 $ 207,386 $ 4,207,610 $ 887,787 
2002 
Customer contracts and relationships $ 3,125,093 $ 75,000 § 3,050,093 $ 2,797,567 
Bank West 
Letters of Patent of Incorporation 400,609 - 400,609 400,609 
Se so2aN02 $ 75,000 $ 3,450,702 $ 3,198,176 
GOODWILL 
Balance, December 31, 2001 $ 33,272,992 
Goodwill acquired during 2002 4,351,499 
Balance, December 31, 2002 37,624,491 
Goodwill acquired during 2003 1,183,011 
Balance, December 31, 2003 $ 38,807,502 


eee eee 


DEMAND LOANS 


2003 2002 
Investment margin loan with Jennings Capital Inc., an affiliated company. Due on demand, bearing interest at bank prime plus 
1.0% per annum. The effective interest rate on this loan was 5.5% at December 31, 2003. Collateral provided consists of certain 
of marketable securities with a net book value of $2,007,435 (2002 - $3,375,245) described in Note 4. $ 267,843 § 1,854,264 
Operating lending facility provided by a Canadian chartered bank, authorized to a maximum of $1,500,000, bearing interest at 
bank prime plus 0.5% per annum. The effective interest rate on this loan was 5.0% at December 31, 2003. Collateral is as 
described in Note 15. 1,120,441 1,486,669 
$ 1,388,284 $ 3,340,933 


i 


CUSTOMER DEPOSITS 


Customer deposits are comprised of guaranteed investment certificates (“GIC") 


Insurance Corporation ("CDIC") insures these deposits to the extent of $60,000 per Canadian resident. The uninsured portion represents 2.8% of the total portfolio. 


Terms to maturity: 


denominated in Canadian currency, with fixed maturities not exceeding 5 years from date of deposit. Canada Deposit 


| —2 years 2—3 years 3 — 4 years 4—5 years Totals 

Businesses 40,000 $ 450,000 $ = $ 446,665 $ 1,814,499 
Individuals 303,851 932,707 35,000 7,166,462 18,838,557 
343,851 $ 1,382,707 $ 35,000 $ 7,613,127 $ 20,653,056 
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15 LONG-TERM DEBT 
2003 2002 


Bank loans provided by a Canadian chartered bank, authorized to a maximum of $15,000,000. 
Bank loans repayable at $63,517 per month plus interest at the rates detailed below. 


Interest at the bank prime rate plus .5% per annum. The effective rate of interest at December 31, 2003 was 5.0%. $ 1,665,106 4,827,312 


Interest at 4.175% per annum. 3,800,000 = 


Bank loan with interest only payable monthly. The Company has entered into an interest rate swap agreement (Note 25), whereby 
the interest rate on this bank loan has been fixed at a rate of 6.225% per annum until May, 2008. 8,000,000 7,500,000 


Repayment of these bank loans is dependent upon annual renewal. If the bank elects not to renew, all amounts will be repayable 
over two years. 


Collateral provided for the above bank loans, as well as the overdraft lending facility and the demand loan described in Note 13, 
consists of a general security agreement, a general assignment of accounts receivable, a pledge of all shares of each subsidiary, 
an unlimited guarantee from each subsidiary supported by a general security agreement and general assignment of accounts 
receivable, a first charge $25,000,000 collateral mortgage over real property of the subsidiaries, a subordination agreement from 
each of the debenture holders, and an assignment of all risk insurance. 


$11,473,000 (2002-$11,610,000) subordinated convertible redeemable debenture, interest payable semi-annually at 9% per annum. 
Convertible at the option of the holder, at any time prior to maturity, into common shares of the Company at a conversion price of $2.50 
per share. At any time after February 28, 2005 the Company may redeem the debentures at par if the 20 day weighted average 
trading price of its shares is not less than $3.10 per share. On maturity, the Company may repay the debentures by issuing shares of 
the Company based on 95% of the 20 day weighted average trading price of its shares at that time. Due February, 2007. This debenture 
is considered to have an equity component and therefore a portion was recorded as other paid in capital on issuance (Note 19). 2,598,390 3,459,591 


Subordinated convertible redeemable debentures, interest payable semi-annually at 10% per annum. Convertible at the option of the 
holder, at any time prior to maturity, into common shares of the Company at a conversion price of $3.80 per share. Redeemable at par 
after June 30, 2000 if the 20 day weighted average price of the shares of the Company is not less than $6.00 per share. Due June, 2003, = 620,000 


$5,000,000 subordinated convertible redeemable debenture, interest payable semi-annually at 4% per annum. Convertible at the 
option of the holder, at any time prior to maturity, into common shares of the Company at a conversion price of $3.25 per share. 
As this debenture includes an equity component related to the holder's conversion option, a portion was recorded as other paid 
in capital on issuance (Note 19). Due January, 2010. 4,969,774 4,964,735 


$10,000,000 subordinated convertible redeemable debenture, interest payable semi-annually at 4% per annum. Convertible at the 
option of the holder, at any time prior to maturity, into common shares of the Company at a conversion price of $3.00 per share. At 
any time after March 31, 2001, the Company may redeem the debentures at par if the shares of the Company have traded at $3.90 
or on maturity the Company may repay the debenture by issuing shares, provided that the ratio of earnings before interest, taxes, 
depreciation and amortization (EBITDA) to the combined principal and interest payments for the quarter immediately preceding the 
maturity date is 1.25 to 1. Due March, 2009. This debenture is considered to have an equity component and therefore a portion was 
recorded as other paid in capital on issuance (Note 19). 1,692,740 2,015,165 


Promissory notes, interest payable annually at various rates ranging from 7% to 8% per annum. = 17,808 


Finance contract, non-interest bearing, repayable monthly at $1,029. Security provided consists of certain automotive assets, 56,580 - 


400 First preferred shares, Series 1, with a par value of $1,000, issued to a company controlled by a director, redeemable at par 
by the holder at 20% annually, cumulative dividends at 4% per annum. 400,000 500,000 


23,182,590 23,904,611 
Portion due within next fiscal year. (2,014,880) (3,628,800) 


$ 21,167,710 $ 20,275,811 
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LONG-TERM DEBT (continued) 


Estimated principal repayments of long-term debt, assuming renewal on the same or similar terms, in each of the next five years are as follows: 


OBLIGATION UNDER CAPITAL LEASES 


2,014,880 
2,012,600 
13,191,100 
563,800 
324,580 


Under the terms of equipment leases expiring between 2003 and 2007, the Company is committed to total minimum annual lease payments, including interest from 5.5% to 12.2%, as follows: 


2003 2002 
2003 - $ 180,484 
2004 37,893 37,893 
2005 16,800 16,800 
2006 16,800 16,800 
2007 7,000 7,000 
Total minimum lease payments 78,493 $ 258,977 
Principal portion due within next fiscal year 37,893 $ 160,113 
SHARE CAPITAL 
Authorized shares 
Unlimited number of common, without nominal or par value 
Unlimited number of First preferred, issuable in series 
Unlimited number of Second preferred 
Number Amount 
Issued common shares Balance December 31, 2001 11,539,775 $ 19,907,958 
Common shares issued for: 
Cash pursuant to stock options exercised 60,000 126,000 
Business acquisitions (Note 3) 84,388 200,000 
Issued on conversion of debenture 127,200 318,000 
Cancelled under the terms of an issuer bid (25,000) (39,107) 
Balance, December 31, 2002 11,786,363 20,512,851 
Common shares issued for: 
Cash pursuant to stock options exercised 75,000 163,300 
Private placement 4,581,090 10,184,292 
Issued on conversion of debenture 51,600 137,000 
Cancelled under the terms of an issuer bid (33,400) (71,450) 
Share issuance costs (net of tax benefit of $283,000) (488,028) 
Balance, December 31, 2003 16,460,653 $ 30,437,965 
Common share purchase warrants 
Issued in connection with private placement of 4,581,090 common shares 2,290,545 $ 1,131,000 
Balance December 31, 2003 2,290,545 $ 1,131,000 
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Number Amount 


Issued First preferred Series 1 shares recorded as long term debt (Note 14) 


Issued as consideration for 500 preferred shares in Jennings Capital Inc. 500 
Balance December 31, 2002 500 
Cancelled on redemption (100) 


Balance December 31, 2003 400 
Total share capital, December 31, 2003 $ 31,568,965 
ee  eeeeeesE 508,965 


Escrowed Shares Common shares issued as consideration for business acquisitions are subject to certain escrow provisions that restrict their trading. As at December 31, 2003, 293,301 (2002 -508,644) 
shares were being held in escrow. 


Cancellation of share capital During the year, the Company acquired 33,400 (2002 - 25,000) shares pursuant to a normal course issuer bid for cash consideration of $91,490 (2002 - $58,857). 
The Company then cancelled the shares. The excess of cash consideration over the assigned value of these shares has been recorded as a charge to retained earnings. 


Warrants The Company issued 2,290,545 common share purchase warrants in connection with the private placement of 4,581,090 common shares on December 18, 2003. These common share 
purchase warrants may be exercised on the basis of one warrant and $2.90 for one common share, expiring December 2005. The share purchase warrants were assigned a value of $1,131,000 estimated 
by using an option pricing model assuming a weighted average volatility of the Company's share price of 30% and a weighted average annual risk free rate of 4.07%. 


STOCK BASED COMPENSATION 
Stock Options The Company has a fixed stock option plan under which it may grant options to directors, officers, employees and consultants for up to 10% of the issued and outstanding shares to an 
aggregate maximum of 1,600,000 common shares. The option price is equal to or greater than the share market price on the date granted. 


2003 2002 

Weighted Weighted 

Average Average 

Share options Exercise Price Share options Exercise Price 

Outstanding, beginning of year 642,500 $ 2.32 547,500 $ 2.22 

Granted 112,000 $ 2.67 155,000 $ 2.59 

Exercised (75,000) $ 2.14 (60,000) $ 2.10 
Cancelled (122,500) $ 2.31 

Outstanding, end of year 557,000 $ 2.42 642,500 $ Jey) 

$ 


Exercisable, end of year 455,000 2.36 460,000 $ 2.23 
Available for grant, end of year 1,043,000 536,136 


The following table summarizes information about fixed stock options outstanding at December 31, 2003 


Number Weighted Average Weighted Average Number Weighted Average 

Outstanding Remaining Life Excercise Price Excercisable Excercise 

$2.00 - $2.99 477,000 2.16 $ 230 405,000 $ 2.28 

$3.00- $3.20 80,000 4.00 $ 3.00 50,000 $ 3.00 
557,000 455,000 


During the year, the Company granted 112,000 (2002 - 155,000) Options to purchase common shares at exercise prices from $2.50 to $3.00, which was equal to or greater than the market value of the 
shares on the date granted. The following table summarizes information about stock options granted during the year. 


18 STOCK BASED COMPENSATION (continued) 


Number granted Market price Exercise Price Fair Value 
30,000 $ 2.56 $ 3.00 $ 0.59 
72,000 $ 2.56 $ 2.56 $ 0.76 
10,000 $ 2.50 $ 2.50 $ 0.73 


OO 


The Company has recorded $64,568 as compensation expense and contributed surplus, in respect of options granted during the year, based on a fair value determination estimated using the Black-Scholes 


option-pricing model. 


Under the fair value method, the value of stock options at the grant date that have vested during the year are estimated using the Black-Scholes option-pricing model using the following assumptions: 


2003 2002 
Expected option life (years) 4.0 4.0 
Risk free rate 3.55% — 3.72% 4.2% — 5.0% 
Expected stock price volatility 30% 30% 
Dividend yield 0% 0% 


OO 
Additional Fair Value Disclosure Prior to 2003, the Company used the intrinsic method of accounting for stock based compensation. For stock options granted between January 1 and December 31 2002, 
when a company does not use the fair-value-based method of accounting, it must disclose pro-forma fair-value-based net income and earnings per share information. Under the fair value based method, 


the Company's pro forma basic and diluted earnings per share would have been as follows: 


2003 2002 

Net income for the year, as reported $ 2,144,876 $ 1,566,063 
Stock-based compensation expense (43,566) (53,322) 

$ 2,101,310 $ 1,512,741 

Basic earnings per share, as reported $ 0.11 $ 0.08 
Effect of stock-based compensation expense (0.00) (0.00) 
Pro forma basic earnings per share $ 0.11 $ 0.08 
Pro forma diluted earnings per share $ 0.10 $ 0.07 


Pro forma diluted earnings per Mae 


Employee Share Ownership Plan The Company participates in an Employee Share Ownership Plan, which enables substantially all employees to purchase common stock of the Company. Eligible 
employees make personal contributions to the plan up to 5% of their earnings, which are matched by the Company. Personal and Company matching contributions are used to acquire common stock in 
the Company at market prices. All acquisitions are for shares currently issued and there is no commitment under the plan for the Company to issue additional shares. 


19 OTHER PAID IN CAPITAL 


Other paid in capital represents the principal portion of convertible debentures that may be repaid in shares at the option of the Company 


2003 2002 

Balance, beginning of year $ 15,728,894 $ 7,689,860 
Equity portion of debentures issued - 7,784,314 
Accretion of principal component 1,169,696 919,477 
Conversion of debentures (100,081) (212,724) 
Issue costs (net of tax benefit of $277,000) - (452,033) 
$ 16,798,509 $ 15,728,894 


TE ——— 


The principle portion of the convertible debentures are being accreted over their term through a charge to retained earnings. 
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20 SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION 
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2003 2002 
Interest paid $ 2,449,600 $ 2,317,620 
Income taxes paid $ 544,160 $ 459,849 
Dividends paid on preferred shares $ 36,000 
Non cash investing and financing activities 
Proceeds from sale of investment in affiliated company $ 150,000 
Long-term debt and capital lease obligations $ 61,700 $ 191,674 
Repayment of 10% convertible debentures $ 4,928,000 
Issuance of 9% convertible debentures $ 4,928,000 
Issuance of preferred shares $ 500,000 
Purchase of preferred shares $ 500,000 
Conversion of 9% convertible debentures a $ 137,000 § 318,000 
INCOME TAXES 
2003 2002 
Future income taxes $ (67,000) $ 286,500 
Current income taxes 1,196,150 551,102 


$ 1,129,150 $ 837,602 


-_ ee eee ee 


The Company's actual income tax expense differs from the expected income tax expense as follows: 


2003 2002 
% Amount % Amount 
Expected income tax expense 37 $ 1,203,000 39 $ 942,717 
Non-deductible expenses 2 94,400 1 10,703 
Income tax rate and other adjustments 1 31,350 = 
Non-taxable income (6) (199,600) (5) (115,818) 


Actual income tax expense 34 $ 1,129,150 35 $ 837,602 
— a 


The major components of future income tax (asset) liability using the combined federal and provincial tax rates of 37% (2002 - 39%) are as follows: 


2003 2002 

Capital assets and other $ 440,500 $ 435,517 
Goodwill and intangibles 970,800 645,385 
Deferred charges and share issue costs (422,600) (362,803) 
Non-capital loss carryforwards (390,000) (23,500) 
Allowance for credit losses (27,800) = 


$ 570,900 $ 694,599 
ee 55555] 8 ENE EE 


7) 


23 


EARNINGS PER SHARE 


December 31, 2003 Income Shares Per share 
Net income for the year $ 2,144,876 11,957,811 
Increase in other paid in capital net of tax (796,695) 
Basic earnings per share 1,348,181 11,957,811 $ 0.11 
Effect of dilutive securities 

Stock options 91,871 

4% convertible debentures 394,914 5,435,893 
Diluted earnings per share $ 1,743,095 17,485,575 $ 0.10 


9% convertible debentures in the amount of $11,473,000 have not been included in the computation of diluted earnings per share because the financing costs (after tax) per common share obtainable on 
conversion, exceeds basic earnings per share. 


Non-dilutive options to purchase 80,000 common shares at $3.00 per share were not included in the computation of diluted earnings per share because the options’ exercise prices were greater than the 
average market price of the common shares for the year. 


Non-dilutive warrants to purchase 2,290,545 common shares at $2.90 per share were not included in the computation of diluted earnings per share because the warrants’ exercise price was greater than 
the average market price of the common shares for the year. 


December 31, 2002 Income Shares Per share 
Net income for the year $ 1,566,063 11,629,503 
Increase in other paid in capital net of tax (620,078) 
Basic earnings per share 945,985 11,629,503 $ 0.08 
Effect of dilutive securities 

Stock options = 77,739 

4% convertible debentures 282,720 4,057,687 
Diluted earnings per share $ 1,228,705 15,764,929 $ 0.08 


Diluted earnings pet MQ te 


The following convertible debentures are not included in the computation of diluted earnings per share because the financing costs (after tax) per common share obtainable on conversion, exceeds basic 
earnings per share: 


10% convertible debentures in the amount of $620,000 

4% convertible debentures in the amount of $5,000,000 

9% convertible debentures in the amount of $11,610,000 
Non-dilutive options to purchase 62,500 common shares at $3.00 and $3.20 per share were not included in the computation of diluted earnings per share because the options’ exercise price were greater 
than the average market price of the common shares for the year. 


GUARANTEES AND COMMITMENTS 


In the normal course of business Bank West issues commitments to extend credit to customers which are not recorded in the financial statements. These commitments which are undrawn at year-end are in the 
form of loans for specific amounts and maturities subject to meeting certain conditions and have no stated expiry dates. The maximum potential amount of future payments under these commitments is $2,997,378. 


Under the terms of property leases expiring between 2004 and 2013, the Company is committed to the following annual lease payments: 


2004 $ 1,146,200 
2005 $ 970,900 
2006 $ 882,600 
2007 $ 665,800 
2008 $ 572,600 


AF 
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RELATED PARTY TRANSACTIONS 


Related parties include directors, officers and their related companies. The prices and term of transactions with related parties are in accordance with normal business practice and recorded at the exchange amount. 
During the year, the Company had the following transaction with related parties. 


Commissions of $3,680 (2002-$ 107,550) were paid to Jennings Capital Inc., an affiliated company in which a director holds an interest, for management of the Company's marketable securities. 
* Interest of $59,867 was paid to Jennings Capital Inc., an affiliated company in which a director holds an interest, in respect of the investment margin loan described in Note 13. 

° Management fees of $16,500 ( 2002 - $12,000) were paid and interest income of $22,400 was earned on a loan to a company controlled by the chief executive officer of the Company. 

* Dividends on preferred shares in the amount of $36,000 were paid to a company controlled by a director. 

* Consulting fees of $29,173 were paid to a company in which a director holds an interest. 

° Accounts receivable includes $60,348 from Western Communities Foundation, a private foundation which is related to the Company. 


Other transactions and balances outstanding are included in Other Assets as disclosed in Note 8. 


FINANCIAL INSTRUMENTS 
Fair value For certain of the Company's financial instruments, including cash, accounts receivable, demand loans, accounts payable and accrued liabilities, the carrying amounts approximate fair value due 
to the immediate or short-term maturity of these financial instruments. The fair value of marketable securities has been estimated based on market values of the securities as at December 31, 2003. 


The fair value of fixed rate mortgages and loans has been estimated by discounting the expected future cash flows at market rates for loans with similar terms and risks. For floating rates loans, fair value 
is assumed to be equal to book value as the interest rates on these loans automatically reprice to market. Fair value of mortgages and loans as at December 31, 2003 is estimated to be $18,437,784. 


The fair value of customer deposits is determined by discounting the contractual cash flows, using market interest rates currently offered for deposits with similar terms and risks and is estimated to be 
$20,833,072 as at December 31, 2003. 


Management considers that no events have occurred subsequent to the arrangement of the credit agreement with its bank that would indicate that the fair value of bank loans differs substantially from 
their carrying value. 


The fair value of the $11,473,000 convertible debentures is based on the quoted market price of the debentures at the respective balance sheet dates and, as at December 31, 2003 and 2002, was 
approximately $12,849,800 and $12,190,500, respectively. 


The fair values of the $5,000,000 and $10,000,000 convertible debentures are not determinable due to the existence of business development agreements with the holders that would have the effect of 
reducing the effective rate. 


The fair value of the preferred shares is not determinable as there is no active market for these instruments. 


Interest Rate Risk The Company is exposed to interest rate risk arising from fluctuations in interest rates on certain of its bank term loans payable. The Company is also exposed to interest rate risk 
arising from the mismatch, or gap, between the assets and liabilities of Bank West that are scheduled to mature or reprice on particular dates. 


The Company entered into an interest rate swap agreement, expiring in May, 2008, to manage the interest rate risk on a portion of its bank debt. Under the terms of the agreement, the variable rate of 
interest on the underlying debt instrument is swapped for a fixed rate of 6.225% per annum. The counterparty to this agreement is a large Canadian financial institution, which presents minimal credit risk. 
The actual amount of gain or loss on this hedge will fluctuate with current interest rates, As at December 31, 2004 the actual interest rate on the underlying debt instrument was 4.139% per annum. 
Assuming this interest rate were in effect for the term of the agreement, the Company would recognize an annual loss of $167,000 as interest expense. 


Credit risk The Company is exposed to credit risk with respect to its marketable securities, accounts receivable and mortgages and loans receivable, 


Restricting both the type and the term of investments mitigates marketable securities risk. The Company only invests in Canadian corporations and institutions with large capitalization and acceptable 
liquidity to reduce credit risk. 


Accounts receivable risk is minimized by the Company's large customer base, which covers all consumer and business sectors in British Columbia, Saskatchewan and Alberta. The Company follows a 
program of credit evaluations of customers and limits the amount of credit extended when deemed necessary. 


Credit risk with respect to mortgages and loans is mitigated through conservative underwriting policies and charges against real property that reduce the Company's risk exposure on these loans. Certain 
of the residential mortgages are insured through Canada Mortgage and Housing Corporation. 
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SUBSEQUENT EVENTS 
In January 2004, the Company issued 1,819,463 common shares and 909,736 common share purchase warrants under a private placement for gross proceeds of $4,494,073. Common share purchase 
warrants may be exercised for common shares on the basis of one warrant and $2.90 for one common share for a period of two years. 


Subsequent to December 31, 2003, the Company entered into certain memorandums of understanding and term sheets with respect to the sale and acquisition of insurance brokerage businesses for an 
estimated net cost of $12 million. 


CHANGES IN ACCOUNTING POLICIES 

Goodwill and Other Intangible Assets Effective January 1, 2002, the Company adopted the provisions of CICA Handbook Section 3062 Goodwill and Other Intangible Assets. Under the new 
recommendations, goodwill and intangible assets with an indefinite life are not amortized, but are tested for impairment annually. Other intangible assets are amortized over their estimated useful lives on 
a straight-line basis. This change has been applied prospectively. 


Goodwill was tested for impairment as of January 1, 2002 and January 1, 2003. In assessing for impairment the Company identified its "reporting units" and determined the book value of each unit. 
This book value was compared to the fair value of the reporting unit. Based on the testing performed, no impairment losses were incurred. 


Stock-based compensation Effective January 1, 2003, the Company changed its method of reporting stock based compensation to the fair value based method. This change in accounting policy has 
been applied prospectively to options issued after January 1, 2003. Compensation expense of $64,568, related to options issued after that date is included as operating expenses for the year ended 
December 31, 2003. 


SEGMENTED INFORMATION 

The Company has three reportable segments: insurance brokerage, banking services, corporate and all other which includes travel agencies and real estate assets. The insurance brokerage segment provides 
a variety of property, casualty, life and health, and investment products and services to customers across Western Canada through WFG Agency Network. The banking segment commenced operations in 
January 2003 and provides premium financing to customers of the insurance segment as well as loans and mortgages to other customers through Bank West. 

The results of these business segments are based on the internal financial reporting systems of the Company. The accounting policies used in these segments are generally consistent with those followed 
in the preparation of the consolidated financial statements as disclosed in Note 2. 

Management monitors the financial performance of WFG Agency Network based on operating income and customer accounts receivable. The operations of Bank West are monitored based on net income 
before income tax; the financial position is monitored based on net assets used in that segment as reported in the financial statements of Bank West. 


Because of the integrated nature of the Company's operations, all other assets, including intangibles and goodwill, are managed and reported at a corporate level. Goodwill is, however, allocated to reporting 
units within each segment for purposes of impairment testing. All amortization expense and interest on long term debt is recorded as a corporate expense. 


2002 comparative figures have been restated to separate reportable segments in accordance with the current year's presentation. 
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WFG Corporate and Corporate 


Bank West Agency Network all other Eliminations Total 
2003 
Revenues 
Commissions and other customer revenues $ 29,489,361 $ 2,765,219 $ (123,082) $ 32,131,498 
Loan interest and investment income $ 660,044 302,848 962,892 
Interest paid on customer deposits (294,449) (294,449) 
Provision for credit losses (80,292) (80,292) 
Net interest and investment income 285,303 = 302,848 588,151 
Total revenue 285,303 29,489,361 3,068,067 32,719,649 
Operating expenses (1,079,993) (21,201,350) (4,467,023) 123,082 (26,625,284) 
Amortization of start up and reorganization costs (243,412) (317,870) (561,282) 
Operating income (1,038, 102) 8,288,011 (1,716,826) 5,533,083 
Income from equity investments 296,308 296,308 
Loss on sale of other assets (37,277) (37,277) 
Amortization of capital assets (31,220) (895,511) (926,731) 
Amortization of intangibles (132,386) (132,386) 
Interest and financing costs on long-term debt (1,458,971) (1,458,971) 


$ (1,069,322) $ 8,288,011 $ (3,944,663) $ 3,274,026 


Total assets $29,552,673 $ 12,918,954 $ 74,082,246 $ 116,553,873 
Goodwill $ 38,027,061 $ 780,441 $ 38,807,502 


2002 
Revenues 
Commissions and other customer revenues $ - $ 25,285,364 $ 2,349,450 $ 27,634,814 
Investment income 326,111 326,111 
Total revenue 25,285,364 2,675,561 27,960,925 
Operating expenses (19,305,354) (3,479,321) (22,784,675) 
Amortization of start up and reorganization costs (275,211) (275,211) 
Operating income 5,980,010 (1,078,971) 4,901,039 
Income from equity investments (40,808) (40,808) 
Loss on sale of other assets 208,344 208,344 
Amortization of capital assets (797,730) (797,730) 
Amortization of intangibles (75,000) (75,000) 
Interest and financing costs on long-term debt (1,792,180) (1,792,180) 
$ = $ 5,980,010 $ (3,576,345) $ 2,403,665 
Total assets $ 400,609 $ 11,076,389 $ 68,367,961 $ 79,844,959 


Goodwill $ 36,847,307 $ 777,184 $ 37,624,491 
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